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Presidential address delivered at the Fifty-first Annual Meeting of the American Economic 
Association, Detroit, Michigan, December 28, 1938. 


The main papers and the round tables in this year’s program, like those 
of a year ago, concern a single, though broadly inclusive, subject. A year ago 
we considered the various factors which influence fluctuations in the rate of 
investment, income and employment. In selecting the topic for this year 
we have turned away in large measure from the ever-present and all-ab- 
sorbing problem of cyclical fluctuations and have set ourselves the task of 
) probing the problems of structural change in our economy, involving among 
) other things also how these structural changes in various countries have 
affected the cycle itself. In the main sessions and in the round-table dis- 
) cussions various aspects of ‘“The Changing American Economy’”’ are con- 
» sidered—changes in the structure and functioning of our economic institu- 
© tions. The topic is, however, so vast that even in a meeting as large as ours 

it is quite impossible to include all aspects pertinent to the subject; and 
® doubtless many members will feel that important segments of the problem 
» have been overlooked by our program committee. 
} One may ask: “Is there any special reason why in the year 1938 we 
F should devote our attention as economists to the general subject “The 
| Changing Character of the American Economy”’? Throughout the modern 
} era, ceaseless change has been the law of economic life. Every period is in 

some sense a period of transition. The swift stream of events in the last 
quarter century offers, however, overwhelming testimony in support of the 
thesis that the economic order of the western world is undergoing in this 
generation a structural change no less basic and profound in character than 
that transformation of economic life and institutions which we are wont to 
designate loosely by the phrase “the Industrial Revolution.” We are pass- 
ing, so to speak, over a divide which separates the great era of growth and 
expansion of the nineteenth century from an era which no man, unwilling 
toembark on pure conjecture, can as yet characterize with clarity or precision. 
We are moving swiftly out of the order in which those of our generation 
were brought up, into no one knows what. 
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by fostering inventiveness, in turn facilitated, he thought, division of labor 
and so the production of wealth. Thus he arrived at aa optimistic conclu- 
sion. Population growth, he held, stimulated progress and this in turn stimu- 
lated further growth and expansion. In contrast, the pessimistic analyses of 
Malthus and Ricardo stressed the limitation of natural resources and the 
danger of an increasing population’s pressing down the margin of cultiva- 
tion to a point at which real income would be reduced to a bare subsistence 
level. In this static analysis the more dynamic approach of Adam Smith was 
quite forgotten. If we wish to get a clear insight into the economic conse- 
quences of the current decline in population growth, it is necessary to return 
to the suggestion of Adam Smith and to explore more fully the causal inter- 
connection between economic progress, capital formation and population 
growth. 

Economic analysis from the earliest development of our science has been 
concerned with the rdle played by economic progress. Various writers have 
included under this caption different things; but for our purpose we may say 
that the constituent elements of economic progress are (a) inventions, (b) 
the discovery and development of new territory and new resources, and (c) 
the growth of population. Each of these in turn, severally and in combina- 
tion, has opened investment outlets and caused a rapid growth of capital 
formation. 

The earlier economists were concerned chiefly with the effect of economic 
progress upon the volume of output, or in other words, upon the level of 
real income. For them economic progress affected the economic life mainly, 
if not exclusively, in terms of rising productivity and higher real income per 
capita. 

Not until the very end of the nineteenth century did an extensive literature 
arise which stressed the rdle of economic progress as a leading, if not the 
main, factor causing fluctuations in employment, output, and income. 
Ricardo had indeed seen that there was some relation between economic 
progress and economic instability; but it was left for Wicksell, Spiethoff, 
Schumpeter, Cassel, and Robertson to elaborate the thesis that economic 
fluctuations are essentially a function of economic progress. 

More recently the rdle of economic progress in the maintenance of full 
employment of the productive resources has come under consideration. The 
earlier economists assumed that the economic system tended automatically 
to produce full employment of resources. Some unemployment there was 
periodically, owing to the fluctuations incident to the business cycle; but in 
the upswing phase of the cyclical movement the economy was believed to 
function in a manner tending to bring about full recovery—maximum out- 
put and emp! yment. This view was inspired by a century in which the 
forces of economic progress were powerful and strong, in which investment 
outlets were numerous and alluring. Spiethoff saw clearly that technological 
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progress, the develo} ‘f new industries, the discovery of new resources, 
the opening of new territo1 re the basic causes of the boom, which in 
turn was the progenitor on. Indeed he believed that once the main 
resources of the globe |! n discovered and exploited, once the whole 
world had been bror t the sway of the machine technique, the lead- 
ing disturbing factor rich underlie the fluctuations of the cycle would 
have spent their force and an era of relative economic stability would ensue. 
But he did not raise t tion whether such stability would be achieved 
at a full-employment full-income level. 

The business cycl nce the problem of the nineteenth cen- 
tury. But the main | em of our times, and particularly in the United 
States, is the problen \| employment. Yet paradoxical as it may seem, 
the nineteenth centut concerned with, and understood but dimly, 
the character of the Indeed, so long as the problem of full 
employment was not | ng, it was not necessary to worry unduly about 
the temporary unem t incident to the swings of the cycle. Not until 
the problem of full employment of our productive resources from the long- 
run, secular standpoint pon us, were we compelled to give serious con- 
sideration to those fa 1d forces in our economy which tend to make 
business recoveries weal! 1emic and which tend to prolong and deepen 
the course of depressions. This is the essence of secular stagnation—sick re- 
coveries which die i infancy and depressions which feed on them- 
selves and leave a hat seemingly immovable core of unemployment. 

In every great crisis the struggle of contending groups maneuvering for 
an advantageous posi umidst rapid change whips up the froth and fury 
of political and socia troversy. Always there is present the temptation 
to explain the course of events in terms of the more superficial phenomena 
which are frequently n tations rather than causes of change. It is the 
peculiar function of mist however to look deeper into the under- 
lying economic real liscover in these, if possible, the causes of 
the most obstinate problem of our time—the problem of under-employment. 
Fundamental to an u tanding of this problem are the changes in the 
“external” forces, if | lescribe them, which underlie economic prog- 
ress—changes in th icter of technological innovations, in the availa- 
bility of new territot the growth of population. 

The expanding f the last century called forth a prodigious 
growth of capital forma So much was this the case, that this era in 
history has by comn t been called the capitalistic period. No one 
disputes the thesis th this vast accumulation of capital we should 
never have witnessed tl eat rise in the standard of living achieved since 
the beginning of the | trial Revolution. But it is not the effect of capital 
formation upon rea to which I wish especially to direct attention. 
What I wish to str« paper is rather the rdle played by the process 
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of capital formation in securing at each point in this ascending income scale 
fairly full employment of the productive resources and therefore the maxi- 
mum income possible under the then prevailing level of technological de- 
velopment. For it is an indisputable fact that the prevailing economic system 
has never been able to reach reasonably full employment or the attainment 
of its currently realizable real income without making large investment ex- 
penditures. The basis for this imperious economic necessity has been thor- 
oughly explored in the last half century im the great literature beginning with 
Tougan-Baranowsky and Wicksell on saving and investment. I shall not at- 
tempt any summary statement of this analysis. Nor is this necessary; for I 
take it that it is accepted by all schools of current economic thought that full 
employment and the maximum currently attainable income level cannot be 
reached in the modern free enterprise economy without a volume of invest- 
ment expenditures adequate to fill the gap between consumption expendi- 
tures and that level of income which could be achieved were all the factors 
employed. In this somewhat truistic statement I hope I have succeeded in 
escaping a hornets’ nest of economic controversy. 

Thus we may postulate a consensus on the thesis that in the absence of a 
positive program designed to stimulate consumption, full employment of 
the productive resources is essentially a function of the vigor of investment 
activity. Less agreement can be claimed for the rdle played by the rate of 
interest on the volume of investment. Yet few there are who believe that in 
a period of investment stagnation an abundance of loanable funds at low 
rates of interest is alone adequate to produce a vigorous flow of real invest- 
ment. I am increasingly impressed with the analysis made by Wicksell who 
stressed the prospective rate of profit on new investment as the active, domi- 
nant, and controlling factor, and who viewed the rate of interest as a 
passive factor, lagging behind the profit rate. This view is moreover in ac- 
cord with competent business judgment.’ It is true that it is necessary to 
look beyond the mere cost of interest charges to the indirect effect of the 
interest rate structure upon business expectations. Yet all in all, I venture to 
assert that the rdle of the rate of interest as a determinant of investment has 
occupied a place larger than it deserves in our thinking. If this be granted, 
we are forced to regard the factors which underlie economic progress as the 
dominant determinants of investment and employment. 

A growth in real investment may take the form either of a deepening of 
capital or of a widening of capital, as Hawtrey has aptly put it. The deepen- 
ing process means that more capital is used per unit of output, while the 
widening process means that capital formation grows pari passu with the 


‘Cf. J. E. Meade and P. W. S. Andrews, “Summary of Replies to Questions on Effects of 
Interest Rates,” Oxford Econ. Papers, no. 1; also J. Franklin Ebersole, “The Influence of 
Interest Rates upon Entrepreneurial Decisions in Business—A Case Study,” Harvard Bus. 
Rev., vol. xvii, pp. 35-39. The indirect effect on valuation is perhaps overlooked. 
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increase in the output of final goods. If the ratio of real capital to real 
income remains co! there is no deepening of capital; but if this ratio 
is constant and real es, then there is a widening of capital. 
According to Dx growth of real capital formation in England 
from 1875 to 1909 | | at an average rate of two per cent per annum; 
and the rate of growtl apital formation in the United States from 1890 
to 1922 was four per cent per annum, The former is less than the probable 
rate of increase of output in England, while the latter is somewhat in excess 
of the annual rise of } tion in the United States. Thus, during the last 
fifty years or more tal formation for each economy as a whole has ap- 
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try, according to his findings, capital investment has risen no more rapidly 
than value of product, while in the electrical industries, invested <apital in- 
creased at a slower rate than output after 1907. Considering the economy as 
a whole, including fields of economic activity other than manufacturing, 
there is no good evidence that the advance of technique has resulted in re- 
cent decades, certainly not in any significant measure, in any deepening of 
capital. Apparently, once the machine technique has been developed in any 
field, further mechanization is likely to result in an increase in output at 
least proportional to and often in excess of the net additions to real capital. 
Though the deepening process is all the while going on in certain areas, else- 
where capital-saving inventions are reducing the ratio of capital to output. 

In order to get some insight into the effect of population growth upon 
capital formation, it is necessary to consider the réle it plays in conjunction 
with other factors in the widening and deepening process. The widening 
of capital is a function of an increase in final output, which in turn is due 
partly to an increase in population and partly to an increase in per capita 
productivity, arising from causes other than a larger use of capital per unit 
of output. On the other hand, the deepening of capital results partly from 
cost-reducing changes in technique, partly (though this is probably a much 
less significant factor) from a reduction in the rate of interest, and partly 
from changes in the character of the output as a whole, with special refer- 
ence to the amount of capital required to produce it. 

Now the rate of population growth must necessarily play an important 
role in determining the character of the output; in other words, the com- 
position of the flow of final goods. Thus a rapidly growing population will 
demand a much larger per capita volume of new residential building con- 
struction than will a stationary population. A stationary population with its 
larger proportion of old people may perhaps demand more personal services; 
and the composition of consumer demand will have an important influence 
on the quantity of capital required. The demand for housing calls for large 
capital outlays, while the demand for personal services can be met without 
making large investment expenditures. It is therefore not unlikely that a 
shift from a rapidly growing population to a stationary or declining one 
may so alter the composition of the final flow of consumption goods that 
the ratio of capital to output as a whole will tend to decline. 

In the beginning stages of modern capitalism both the deepening and 
the widening processes of capital formation were developing side by side. 
But in its later stages the deepening process, taking the economy as a whole, 
rapidly diminished. And now with the rapid cessation of population growth, 
even the widening process may slow down. Moreover it is possible that 
capital-saving inventions may cause capital formation in many industries to 
lag behind the increase in output. 

An interesting problem for statistical research would be to determine the 
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tend to check the rise in per capita consumption, and this in turn, via the 
so-called Relation, would affect the volume of capital formation. According 
to the optimum population theory, however, it may not infrequently be the 
case, and indeed probably was during the greater part of the nineteenth 
century, that population growth itself facilitated mass production methods 
and accelerated the progress of technique. If this be correct, population 
growth was itself responsible for a part of the rise in per capita real income, 
and this, véa the influence of a rising consumption upon investment, stimu- 
lated capital formation. Thus it is quite possible that population growth may 
have acted both directly and indirectly to stimulate the volume of capital 
formation. 

It is not possible, I think, to make even an approximate estimate of the 
proportion of the new capital created in the nineteenth century which was a 
direct consequence of the opening up of new territory. The development ot 
new countries was indeed so closely intertwined with the growth of popu- 
lation that it would be difficult to avoid double counting. What proportion 
of new capital formation in the United States went each year into the western 
frontier we do not know, but it must have been very considerable. Apparent- 
ly about one-fourth of the total capital accumulations of England were in- 
vested abroad by 1914, and one-seventh of those of France. 

These figures, while only suggestive, point unmistakably to the con- 
clusion that the opening of new territory and the growth of population 
were together responsible for a very large fraction—possibly somewhere 
near one-half—of the total volume of new capital formation in the nine- 
teenth céntury. These outlets for new investment are rapidly being closed. 
The report on Limits of Land Settlement by President Isaiah Bowman and 
others may be regarded as conclusive in its findings that there are no impor- 
tant areas left for exploitation and settlement. So far as population is con- 
cerned, that of western Europe has already virtually reached a standstill; 
but that in eastern Europe, notably in Russia, is still growing, and so also 
is that in the Orient. And much of this area will probably experience a 
considerable industrialization. But it is not yet clear how far the mature 
industrial countries will participate in this development through capital 
export. Russia still has a long way to go before she becomes completely 
industrialized; but foreign capital is not likely to play any significant réle in 
this process. India will offer some opportunity for British investment, but 
the total is likely to be small relative to the volume of British foreign in- 
vestments in the nineteenth century. China and the Orient generally offer, in 
view of the present and prospective turmoil in that area, relatively meager 
investment opportunities. At all events, no one is likely to challenge the 
statement that foreign investment will in the next fifty years play an in- 
comparably smaller rdle than was the case in the nineteenth century. 

Thus the outlets for new investment are rapidly narrowing down to those 
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enough that a mature industry continues its activity at a high level on a 
horizontal plane. The fact that new railroad mileage continued to be built 
at about the same rate through the seventies, eighties and nineties was not 
sufficient. It is the cessation of growth which is disastrous. It is in connection 
with the growth, maturity and decline of great industries that the principle 
of acceleration operates with peculiar force. And when giant new industries 
have spent their force, it may take a long time before something else of 
equal magnitude emerges. In fact nothing has emerged in the decade in 
which we are now living. This basic fact, together with the virtual cessation 
of public investment by state and local governmental bodies, as indicated by 
a decline of $2,000,000,000 in their net public debt since 1932, explains in 
large measure the necessary rise in federal expenditures.° 

Spiethoff was quite right when he argued that a vigorous recovery is not 
just spontaneously born from the womb of the preceding depression. Some 
small recovery must indeed arise sooner or later merely because of the grow- 
ing need for capital replacement. But a full-fledged recovery calls for some- 
thing more than the mere expenditure of depreciation allowances. It requires 
a large outlay on new investment, and this awaits the development of great 
new industries and new techniques. But such new developments are not 
currently available in adequate volume. It is my growing conviction that the 
combined effect of the decline in population growth, together with the fail- 
ure of any really important innovations of a magnitude sufficient to absorb 
large capital outlays, weighs very heavily as an explanation for the failure 
of the recent recovery to reach full employment. Other factors are certainly 
significant and important, particularly our failure to control the cost struc- 
ture and to grapple effectively with specific situations, such as those pre- 
sented by the railroads and by building construction. 

We have noted that the approaching cessation of population growth 
and the disappearance of new territory for settlement and exploitation may 
cut off a half or more of the investment outlets which we were wont to 
make in the past. We are thus compelled to fall back upon that measure of 
capital formation which is associated with the advance of technique and the 
tise in per capita output. But current institutional developments are restrict- 
ing even this outlet. The growing power of trade unions and trade associ- 
ations, the development of monopolistic competition, of rivalry for the 
market through expensive persuasion and advertising, instead of through 
price competition, are factors which have rightly of late commanded much 
attention among economists. There is, moreover, the tendency to block the 
advance of technical progress by the shelving of patents. 

Under vigorous price competition, new cost-reducing techniques were 
compulsorily introduced even though the scrapping of obsolete but un- 


* Debts and Recovery 1929 to 1937, The Twentieth Century Fund, 1938, p. 230. 
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unemployment on a vast scale, resulting from inadequate private investment 
outlets, could be expected sooner or later to lead straight into an all-round 


+ regimented economy. But so also, by an indirect route and a slower process, 
| might a greatly extended program of public expenditures. And from the 


standpoint of economic workability the question needs to be raised how 
far such a program can be carried out in a democratic society without raising 
the cost structure to a level which prevents full employment. Thus a chal- 
lenge is presented to all those countries which have not as yet submitted to 


the yoke of political dictatorship. In one of our round tables we are discuss- 


ing divergencies in the success of governmental spending in democratic 
countries and in totalitarian states. Totalitarian states have the great ad- 
vantage that they can rigorously check the advance of costs, including wage 
rates, while engaging in an expansionist program of public investment. 
Democratic countries cannot in modern times escape from the influence 
exerted by organized groups upon the operation of the price system. From 
the standpoint of the workability of the system of free enterprise, there 
emerges the problem of sovereignty in democratic countries confronted 
in their internal economies with powerful groups—entrepreneurial and 
wage-earning—which have robbed the price system of that impersonal and 
non-political character idealized in the doctrine of laissez-faire. It remains 
still to be seen whether political democracy can in the end survive the 
disappearance of the automatic price system. 

Thus we are confronted with various alternatives. On the one side, there 
is the proposal to risk a negative governmental policy in the expectation 
that the recuperative forces to which we have long been accustomed will, 
in the absence of political interference, re-assert themselves. On the other 
side, there is the proposal to go forward under full steam with unrestrained 
governmental expansion until full employment has been reached. Those 
who have no doubts whatever about the correctness of their economic 
analyses will not hesitate to make a bold choice of policy. But others, im- 
pressed with the stubborn economic realities of a rapidly changing world, on 
the one side, and the frailties of human nature in its power to make the 
appropriate adaptation to change, on the other, will not be so sure, and 
may prefer to take a course that risks neither a negative policy nor a break- 
down of collective management. 

With respect to the permissible rdle of public expenditures, I should like 
to suggest that the problem might usefully be posed in terms of the national 
income. In 1929 our national income was about $80,000,000,000. Taking 
account of the prevailing lower level of prices, on the one side, and the 
additions to the labor force, on the other, we may perhaps set the income 
which should currently give us approximately full employment at about 
$80,000,000,000. At the bottom of the Great Depression the national in- 
come had fallen from $80,000,000,000 to $40,000,000,000. So drastic 
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the possible dangers which lurk in the wake of vastly enlarged govern- 
mental activities. Choices indeed must be made, and scientific analysis and 
painstaking research can aid by exploring the probable consequences of 
alternative choices. The problems which I have raised offer a challenge to 
our profession. The great transition, incident to a rapid decline in population 
growth and its impact upon capital formation and the workability of a sys- 
tem of free enterprise, calls for high scientific adventure along all the 
fronts represented by the social science disciplines. 


ALVIN H. HANSEN 
Harvard University 
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Mills in a letter to the present writer reaffirmed his support of such a tax. 

Apparently these authorities are as yet in the minority. (But, after this 
article was sent to the printer, the writer finds the opposite to be the opinion 
of C. W. Guillebaud of St. John’s College, Cambridge—in his ‘Income Tax 
and ‘Double Taxation,’ ’’ Economic Journal, September, 1935, p. 484. The 
writers whom he cites as claiming that an income tax on savings is double 
taxation are Mill, Pigou, Einaudi and Benham. In opposition to this view he 
ranges himself, DeViti de Marco, Cannan, Stamp and Weaver.) Nor is 
there anywhere an income tax for which the tax base is the one here advo- 
cated, that is, a base excluding all capital-increases. 

On the other hand, though many tax experts have favored the inclusion 
of all capital-increases, no thorough-going and consistent legislation for 
that purpose has ever been enacted. Among the most prominent authorities 
in favor of taxing capital-increases are Schanz,* Haig,® and Simons.*® 

All students of the problem are fully agreed on at least one point— 
namely, that existing income taxes must be radically reformed. But some 
of the reformers would include all capital-increases, while others would 
exclude them all. There are arguments on both sides, but both agree that 
either system would be an improvement over the present system or lack of 


The question of deciding between the two sorts of reform is of great 
practical importance and is rapidly becoming acute. This is because of the 
growing need of more taxes as well as because of the growing emphasis on 
income taxes. Professor Simons thinks that income taxes, which now con- 
stitute only some 10 per cent of all taxes, might well be expanded to over 
50 per cent. 

The present article is principally devoted to one argument against in- 
cluding any capital-increase. That argument is: double taxation—probably 
the most basic argument, as well as the most neglected. 

For this basic argument, fortunately, we need not depend on authority. 
There is mathematical proof—proof that, if savings are taxed as income and 
later the income from these savings is also taxed, there will result a subtle 
form of “double taxation.”” And by the same token, such a tax system will 
be found not to conform to the criterion of “‘ability to pay,” or at any 
tate, “capacity to pay.” 

*Georg Schanz, “Der Einkommenbegriff und die Einkommensteuergesetze,” Finanz 
Archiv, 1896, vol. xiii, p. 23; also Finanz Archiv, 1921, vol. xxxix, pp. 505-523. 

*R. M. Haig, “The Concept of Income,” ch. 1, Federal Income Tax, New York, 1921. 

“Henry C. Simons, Personal Income Taxation, Univ. of Chicago Press, 1938. 

__’ Proof of double taxation was offered in The Nature of Capital and Income, especially 
in graphic form, and again in Econometrica (January, 1937, “Income in Theory and Income 
Taxation in Practice’), in algebraic form. The present article furnishes some new arith- 


metical illustrations. This special form of double taxation is analogous to, but different 


from, the more familiar forms, such as the taxing of the same person's income ‘nechenees 
or by two countries. 
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Service-Income 


But first, what is income?* Fundamental to any workable concept of in- 
come, is the concept of service. Any “‘asset’”’ (that is, any article of property) 
is expected to render services to its owner. That is, it is expected either to 
bring about desirable events or to prevent the occurrence of undesirable 
events. A loom, for instance, transforms yarn into cloth. An umbrella keeps 
off the rain. A human being renders a service when he works. The weaving, 
the rain-shedding, and the work are the respective services rendered. 

All these are services in kind; but services may also consist of money 
payments. At first, practically all services were in kind; but today the most 
conspicuous, though superficial and transitional, services are those desirable 
events called ‘receipts of money.” A bond, a share of stock, or other se- 
curity, renders a service to its owner when it brings him a dividend or 
other payment. A building on lease renders a service to its owner when it 
brings him a rent payment. The simplest and most basic concept of income 
from any source is the flow of services rendered by it. 

In order to arrive at the net money value of those services, we must, of 
course, deduct the value of all the negative services or ‘‘disservices” occa- 
sioned by the same asset. Moreover, a negative asset (7.¢., a liability or debt) 
must be included as a service-giver; for it gives a positive service at the J 
outset when it yields the original loan, and negative services later when it 
requires return payments, whether of interest or of principal. The value of 
a positive service rendered by either kind of asset may be called a “credit” 
to that asset, and the value of a negative service, a “debit” to that asset. 

In modern times, most income in kind which needs to be considered is 
pai ' for in money and is presumed to be worth what it costs. Consequently, 
for the practical purposes of taxation, it will be sufficiently exhaustive if we 
consider only the money receipts before they are spent for the income in 


kind. Nor need we, for present purposes, go beyond the physical realm and 
consider “psychic 


Net Paid Income or Yield 


In so far, then, as the services and disservices rendered by an asset consist 
of payments of money, their value may be called the paid income flowing 
from that asset to its owner. Another and shorter term for paid income is 
“yield,” as used in the stock market to designate the cash dividends received 
from a stock. For brevity, this term will sometimes be used here instead of 


“net paid income 


* For discussion « s income concepts see: The Nature of Capital and Incom: 
pp. 345-356; also “Concepts of Taxable Income” by Paul H. Wueller, Pol. Sci. Quan 
March, 1938; also Tas me by Roswell Magill, Ronald, 1937; also The Nations 
Capital and Other “ta Studies by Sir Josiah Stamp, P. S. King, 1937; also Persona 
Income Taxation by | C. Simons 
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We need consider only: (1) the net paid income from work (wages, 
salaries, fees, commissions, etc.) ; and (2) the net paid income from invest- 
ments or property (rents, royalties, interest, dividends, gifts, bequests, pro- 


ceeds of sales, etc.). But we must not forget to deduct all outgo for business 
‘ expenses, as well as for investments, re-investments, the costs of all pur- 
‘ chases of property, etc., during the taxable year. Otherwise we shall have only 
' a gross paid income, whereas what we want is the net paid income after all 


these deductions. 


The net total will then be equal to the “‘spending~”’ and these spendings 
will be approximately equivalent to the personal uses or services rendered 
® directly to the individual during the same taxable year,—the so-called “‘con- 
sumption,” often called “real income.” This net total will contain no 
i. @ savings, investments, or capital-increase of any kind. Every payment for 
these purposes will have been automatically deducted as a negative service. 
For instance, each payment into a savings bank will have been so deducted. 
§ It necessarily follows that, with proper bookkeeping, a paid income tax 
of Pag Will emerge equal to a ‘‘spendings tax,” as well as to a tax on “‘real income.’’® 
: But, for our immediate purpose, we need not consider so complete a 
5) ' picture of paid income and its relations to spendings and to real income. 
ws 2 will be simpler and therefore clearer if, for the present, we isolate for 
es consideration only a few examples of net income paid from one or two 


specified sources. 
ht” Suppose, first, that John Smith owns a block of United States Steel com- 
un mon stock which pays him $1,000 a year and that out of this, during the 
set. 
d is *In this summary statement it is assumed for simplicity that the cash balance is the 
same at the end of the year as at the beginning and that the spendings during the taxable 
tly, year equal real income or “consumption.” Actually, of course, these relations are only 
we approximately true, as there will usually be some discrepancy between spendings and con- 
e in sumption as well as between the cash balances at the beginning and end of the taxable 
' year. To obtain a meticulously correct value of service-income we must apply to the paid 
and income as above calculated—i.e., the total of payments from, less payments to, all paid 
income sources, which automatically disregards spendings—two corrections which are 
usually slight. These are the “use-cost discrepancy” and the cash-balance discrepancy. 
These corrections are to be added, if positive, and subtracted if negative. The use-cost 
discrepancy is positive if the appraised value of “consumption” (the personal uses enjoyed 
sist during the taxable year) exceeds the “spendings” (the money cost of the personal uses paid 
F for during that year); this is the case when a man owns his dwelling house. On the other 
wins hand, the use-cost discrepancy is negative if the “‘spendings” d the “ ion” 

exceed the “consumption” as 
me 1s when a man buys and pays for a dwelling during the year. The cash-balance discrepancy is 
eived positive if the cash at the beginning of the year exceeds that at the end; it is negative if 
ad of the opposite is true. 

For the simplest formulation of a paid income tax schedule, see “A Simplified Income 

m@ lax Schedule,” Nation’s Business, February, 1938. 

For a more elaborate formulation, taking full account of the above two “discrepancies,” 
incom see “A Practical Schedule for an Income Tax,” The Tax Magazine, July, 1937. 
Quari For a simple statement of the substantial equality between real income and paid income, 
lations see “A General View of the Income Tax,” Cornell Law Quart., December, 1937. 
erson For a more complete statement, including the mathematics involved, see “Income in 

Theory and Income Taxation in Practice,” Econometrica, January, 1937. 
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capital-gain,”” that is, capital-increase registered by a sale; for it covers 
consistently all capital-increase, whether so registered or not. Also the capital- 
increase in the definition of earned income applies only to the taxable year, 
whereas what is called “realized capital-gain” may span or straddle two or 
more years, since it is the excess of the price at which a property is sold in 
the current year over the price at which it was bought in that or any previous 
year. And ‘“‘capital-decrease,” as we use the term, differs in the same ways 
from “realized capital-loss.”’ 


Capital-Increase under the Two Proposed Tax Bases 


In order to see clearly the double taxation of savings whenever they are 
included in taxable income, let us contrast some of the effects of the two 
rival tax bases: Yield and Accretion. 

§ Suppose the states of New York and New Jersey have savings banks which 

allow 5 per cent compound interest on deposits and that, in both states, 
the income tax is 20 per cent flat; but suppose that in New York, the tax 
is levied on paid income or “‘yield”’ and in New Jersey on earned income or 
“accretion.” 

In New Jersey, a certain man in a certain year receives, let us say, $1,125 
from certain shares of stock. He divides this into two parts: $1,000 for im- 
mediate personal use and $125 which he deposits in a savings bank. The 
state taxes him 20 per cent on both the $1,000 and the $125 when received. 
Thus, already, before a deposit is made, the $125 has been taxed $25, so that 


les 
ith’s 

this 
me" 


- the only $100 of it reaches the savings bank, where it is to earn 5 per cent com- 
perty fie pound interest. So a year later the New Jersey man has $105 in the bank. 
ease The $5 interest thus earned, though not withdrawn, is then taxed 20 per 
ver.” [ee cent or $1.00. This tax is paid by withdrawing $1.00 from the savings ac- 
count which thereby becomes $104. Therefore, out of 5 per cent gross in- 
ield” terest, the depositor earns, net, only 4 per cent on his nest egg of $100— 
stems fue and Jess than 4 per cent if reckoned on the original $125. 
itsel! In the next year his deposit, now $104, again earns 5 per cent gross or 
n0uld $5.20, which is added to the $104, making $109.20. From this he with- 
draws, for taxes, 20 per cent of the $5.20 or $1.04. He then has left $108.16 
value ie Which again is oniy 4 per cent above the last year’s deposit balance ($104). 
prof: ie And so he proceeds each year, earning, net after taxes, only 4 per cent per 
ppte fe Annum compounded instead of 5 per cent—and only on $100, instead of on 
$125. 
alized Another man living in New York makes his de sits under a paid in- 
eal come tax system. He saves the same sum, $125, and deposits it a// in the 
. sil Ie S°Vings bank, without first being compelled to pay any income tax on it in 
y. Oni) HMB the year of deposit. For, though the $125 was paid income as to the stock 
- and as such was taxable, it was paid outgo as to the bank account and as 
37. such was deductible. 
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1 accumulate their savings for ten years and 
n withdrawing the interest annually.™ 
1e New York saver will have accumulated (on 


per cent) a total of $203.80; and 5 per cent of 


ll n 


| now be paid to him annually. On this $10.19 
taxed. The tax being 20 per cent will amount 


ne an annual $8.15 for himself. 


peri 


1d the New Jersey depositor will have accumv- 


unded at 4 per cent) a total of only $148. This 
i0 a year, which will be taxed, $1.48, leaving only 


it 


yr himself. 


rinal savings, $125, the New Yorker puts more in 
lates this larger sum at a higher rate, and so, after 
1 income. 


id be taken as not ten years but more, we find 
or longer periods, still greater Civergences. 
rope and contemplating migration to America, 


two states before deciding in which to live. If 


ttracted to New York, the state with a tax on paid 


v Jersey, with its tax on earned income. 


134 1,434 


; contrast the supposed New York and Nev 


12 $125 to be saved in both states. 


> aT 5 Per Cent, Startine $125 


(3) 


Amount 
in New Fersey (with 
tax on “‘accretion”) 


Amount 
in New York (with 
tax on “‘yield’’) 


125 $ 125 $100 
04 204 148 
1 331 219 
540 | 540 324 
80 880 480 
711 
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We have supposed that, in each of the six cases, the interest on the re- 
9 spective amounts in the third column is withdrawn annually by the depositor, 
as follows: 


on 
Taste II. Pain Income WirHpRawNn ANNUALLY 
(1) (2) (3) 
If per tod of E Withdrawn Withdrawn Withdrawn 
accumulation is: in either state in New York (after | in New Fersey (after 
(after no tax) tax on “‘yield’’) tax on “‘accretion’’) 
0 years $ 6.25=100 p.c. $ 5.00=80 p.c. $4.00=64 p.c. 
a * 10.19=100 “ 8.15=80 “ 5.92=58 “ 
16.56=100 “ 13.25=80 8.76=53 “ 
2 27.00=100 “ 21.60=80 “ 12.98=48 “ 
40 “ 44.00=100 “ 35.20=80 “ 19.20=44 “ 
* 71.69=100 “ 57.35=80 28.44=40 “ 


Thus, if fifty years is the accumulation period, the New Jersey man’s 
annual paid income or yield thereafter will be only $28.44 as contrasted with 


| 
P 


New Yorker's $57.35—twice as much. 

paid : Capacity to Pay 

i Hl Proponents of earned income as a tax base commonly deny that it involves 


© double taxation and express their denial in various ways. Thus it is alleged 
that earned income, by including savings, furnishes a ‘broader tax base” 
than yield or spendings or real income. At first this seems as obvious as that 
== ea whole is necessarily greater than any of its parts. Why should one part 
be “exempted”’ from taxation? If Smith and Jones each receives $10,000 
from stocks and bonds and if Smith spends the whole $10,000 while Jones 
swith saves $3,000, why should Jones’s tax base be only the $7,000 part while 
Smith's is the whole $10,000? Again, it is alleged that the saver has the 
® greater “ability to pay”; that the very fact of his savings proves it. Again, 
it is said that the government should be considered a “‘partner’’ of the tax- 
payer and, as such, should share in his savings as truly as in his spendings. 
Unfortunaiely “‘ability to pay” has never been given any exact meaning. 
Perhaps a near equivalent, which can be given an exact meaning, would be 
“capacity to pay,” a concept applicable not only to the taxpayer's whole 
capacity but also to each of his assets or to any group of them. 
Thus, if we apply this concept to the two assets covered by the preceding 
tables—the stock and the savings account—we find that column (1) of 


lation 


in per 
- Table II shows six periods of saving and the respective annual incomes 
ot which would follow if there were no tax at all. For comparison we may 


acti, me c2ll any of these tax-absent figures in column (1), 100 per cent. It is called 


si 100 per cent because it is equal to 100 per cent of “capacity to pay” (as de- 
ny 


fined below) independently of either system of taxation. The 20 per cent 
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paid income ta id always be equal to exactly 20 per cent of this ca. 
pacity and alwa =xactly 80 per cent for the taxpayer himself. This is § 
indicated in col jut a 20 per cent tax on the earned income would 
take more and lea Assuming fifty years’ accumulation, the taxpayer 
would have lef ited in column (3), an amount equal to only 40 
per cent of capa the period of accumulation were sufficiently longer 


than fifty years, t re left to the Jersey man could be reduced to less than 
New Yorker would, as always, have 80 per 


1 per cent of ca th 


cent. 

But what ex t by this “capacity to pay’? Any asset’s “‘capacity § 
to pay” is all tha | pay—all that the government could conceivably get 
out of it; in oth t is that amount of tax which would confiscate the 
entire value of t r reduce the value to zero. This concept applies, 
whatever the ta 

Our first ques Does earned income have a greater capacity than 
paid income? W w that it does not, if we compare completely con- 
fiscatory taxes under the two systems. We shall see that these confiscatory 
taxes are both 1( t taxes and that they are exactly equivalent in the 
two systems. 

Consider, for ple, a $125 deposit. First note what happens if there 
is no tax at all. Ta the third line in the tables where the $1235 is sup 
posed to have accun | for twenty years, after which the annual interes, 
$16.56, is supp be withdrawn perpetually (Table II, column 1, line 
3). The paid 1 then this $16.56 per annum beginning after the 
twenty years. The earned income is this same perpetual stream of $16.56 
payments plus the ling twenty years’ savings ($206). 

It might at first seem that a 100 per cent tax on the earned income would 
exceed a 100 | nt tax on the paid income by this $206. But such would 
not be the cas« tax on earned income would destroy the $206 
besides destro f the $16.56 per annum. The result is that the 
two 100 per cent s would be exactly equivalent. They are merely two 
different ways of 1 nfiscating the $125. 

Let us trace parison year by year. According to the first method 
of confiscation 00 per cent on paid income), the taxpayer would 
be allowed to I to the savings-bank account; but after twenty years, 
as soon as he wit the $16.56 annually, he has to hand over this entire 
sum to the gove! t every year forever. He might just as well have 
handed over tl re $125 at the start, thus letting the government itself 
(if it chose) a t for the twenty years and then itself withdraw the 
annual $16.56 

According to the s method of confiscation (namely, 100 per cent 00 
accretions), th ild never be reached at all. In fact, if the accre 
tion tax were i hen the $125 was received as part of the supposed 
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dividends on the United States Steel common stock, the whole $125 would 
be confiscated then and there so that there would be nothing left to deposit 
in the savings bank. But, in order to enable us to compare the effects of 
the two tax systems merely on the savings accounts, let us for a moment 
suppose the taxes not to have been inaugurated under either system until 
$125 had been deposited (under both systems). (The figures in the third 
column of the tables—the accretion figures—will of course no longer serve, 
though all figures for paid income can still be used.) In that case the annual 
$16.56 after the twentieth year would already have been largely nipped in 
MW the bud; for the first year’s earnings ($6.25) would already have been 
® withdrawn to pay the 100 per cent tax, leaving only the original $125 in the 
deposit. The same thing would happen every subsequent year forever. The 
government would thus be getting a perpetual annuity of $6.25. And here 
again, since the taxpayer would never get any benefit, he might just as well 
have handed over the entire $125 at the start. 

Thus the government would get a perpetual annuity of $16.56 beginning 
after twenty years if the 100 per cent tax were on yield, while if it were 
§ on accretion the government would get a perpetuity of $6.25 beginning im- 
® mediately. Both are equivalent to the $125 spot cash as well as to each other 
—assuming in either case an unchanging interest rate of 5 per cent. That is, 
both are completely confiscatory and measure the full capacity to pay of the 
$125 asset. 

There are, of course, endless other interequivalents at 5 per cent interest. 
The table shows some of them including, for instance, $71.69 a year forever 
| beginning after fifty years. 


Out of Tune with Capacity 


But, though a 100 per cent tax takes no more than 100 per cent of con- 
fiscation when applied to accretion, it does not follow that a 50 per cent 
tax takes no more than 50 per cent of confiscation when applied to accretion. 

Let us work out this case of 50 per cent with both kinds of tax. Let us 
take a savings account of $100 existing on January 1, 1900, and thereafter 
earning interest at 5 per cent. On December 31, 1900, the taxpayer with- 
draws the first $5 and gives himself a $5 perpetual annuity thereafter so that 
there are no capital increases. This $5 a year forever is one of the equivalents 
® of all that can be paid, or complete confiscation; and a 50 per cent tax on it— 
B., a perpetual annuity to the government of $2.50 from the start—is, 
therefore 50 per cent of confiscation. In this case an exact fifty-fifty split 
between taxpayer and government would be the result, whether the 50 per 
cent tax were on paid or on earned income, since there are no savings 
involved nor any dissavings. 

Next, suppose the owner, under a paid income tax, saves and re-deposits 
his first $5 on December 31, 1900, or simply does not withdraw it at all. 
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net paid income is zero. After this one-yeat's 


rpetual annuity, 5 per cent on his deposit (now 
[his perpetuity is also one of the equivalents 


nt tax on it, 7.e., a perpetual annuity to the 
erefore also 50 per cent of confiscation. In 
uivalent of a $2.50 annuity starting a year 


er cent tax is on earned income. In that case 
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amounting to $102.50; so that when the owner 
ifter that first year, it will be 5 per cent of that 

| the government’s share, so far as it may be 
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As we have seen, if the rate is 100 per cent, there is no doubling at all, but 
if the rate is SO per cent, Aalf of the capital-increase is taxed a second time. 
Moreover, the lower the rate, the larger the fraction of capital-increase 
against which it operates twice. If the rate is infinitesimal, all of the capital- 
increase is taxed twice. To illustrate this in approximate figures, suppose 
there is an accretion tax of 1 per cent when, say, $5 is saved. The first 
tax is 5 cents, leaving $4.95, and the second is 1 per cent on the future 
fruit of this $4.95 after investment. This tax is practically the equivalent 
of a second 5 cents—to be exact, it is 1 per cent less than 5 cents. 

It is quite erroneous to regard the capital-increase ingredient of the accre- 
tion and the paid income ingredient as two separate and independent sources 
for the government to tap. They are fundamentally one and the same source. 
The capital-increase in one year is the present value of its fruits in later 
years. The market does not discount both. Yet the accretion tax would tax 
both. While this sort of tax is thought of as one tax on two things, it is 
rcally two taxes on one thing. The result is that a tax rate which is nomi- 
nally 20 per cent may really be 21 per cent or 25 per cent or 30 per cent or 
99 per cent, or what not. 

In short, while, for instance, a 20 per cent tax on paid income always 
means what it says—that is, 20 per cent of capacity—a 20 per cent tax on 
earned income does not always mean what it says. When there is capital- 
increase, it always means more than 20 per cent of capacity. 

The important point is that, contrary to one’s first impressions, earned 
income has no additional capacity to pay, despite its “‘additional’’ element, 
savings. For these savings are not really an addition to, but merely a sub- 
stitution for, or representative of, its future fruit. 

All the tax payments levied on accretion must ultimately come out of the 
yield. There is no other source. That is, all the tax payments are really at 
the expense of subsequent yield—partly by destroying in advance some 
of that yield and partly by taxing what is left. Thus, as we have seen, a 
50 per cent tax on capital-increase destroys in advance 50 per cent of the 
subsequent yield. Then the half which is left is also taxed 50 per cent 
through its fruits. In the same way, a 20 per cent tax on capital-increase 
destroys 20 per cent of the yield and, out of the remaining 80 per cent, 
exacts 20 per cent again per year. 

It is important to observe that this duplication of taxes is not the same 
for all savers. Other things equal, the person who saves the most and the 
longest will suffer the most from such duplication. 


Government as 


As to the government’s being a ‘‘partner” of the taxpayer, this turns out 
to be almost literally true when paid income is the tax base, but not when 
earned income is the tax base. Thus, if the tax is 50 per cent, the govern- 
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would take $21—and these are respectively 100 per cent, 50 per cent, 20 
per cent of said capacity. Capacity and tax harmonize. 

But if the tax base is earned income, a 100 per cent tax will bring only 
$5; one of 50 per cent, $2.50; one of 20 per cent, $1. Thus even a 100 per 
cent tax would bring only 4.8 per cent of capacity. No one would argue that 
$5 is 100 per cent of the capacity of $105. To get the entire capacity by 
a tax on the $5 earned income, the tax rate would have to be 2,100 per cent. 

Again the reason is double counting—in this case not double taxation 
but double deduction. If this year $100 is withdrawn and used up, that fact 
alone reduces future income by $5 a year or its equivalent and so reduces 
future income tax accordingly. Why duplicate this deduction by allowing 
also a deductibility of $100 this year? 

Finally, such duplication of deductions, or exemptions, is not the same 
for all dissavers. The person who spends the most and the fastest will benefit 
the most. 

It will be seen that a tax on earned income of any given rate may, under 
different circumstances, mean anything from less than 1 per cent of capacity 
to more than 99 per cent of capacity. That is, the actual tax, the tax expressed 


in terms of capacity to pay, is finally determined not by the law but by the 
man himself as he saves or dissaves. 


Personally Earned Income 


We have entirely omitted personally earned income. In reckoning the 
income earned by a human being, no capital-increase or decrease can be 
considered. Attempts at the valuation of human assets are regarded as curi- 
osities. Were they actually reckoned, a young man like a young horse, in- 
creasing in value, would, under a thoroughly logical and consistent accretion 
tax, be taxed on his annual appreciation, even if his paid income were 
small, or zero, while a man in the prime of life who, like an old horse, is 
losing capital value, would be taxed very little or nothing, or even given 
a tax rebate. Also it would be difficult for young men, with little or no 
actually paid income, to finance any taxes laid on their capital-increase— 
mere expectations of future payments for their future work. 

The proponents of an accretion tax, when confronted with this logical 
result, find that they cannot carry through. They therefore do not include 
in their reckonings of personally earned income any such capital increase or 

capital decrease but resort to paid income, though calling it, inconsistently, 
earned income. 

Appraisals 


As has just been seen, the reason, or one reason, why an accretion tax 
would be unworkable if any attempt were ever made to apply it to personally 
earned income lies in the difficulty of appraising capital value in the absence 
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Repercussions on the Rates of Interest and on Taxation 


Some proponents of the accretion tax seek to escape certain of the fore- 
going conclusions by suggesting that the contrasted effects of the two kinds 
of tax might so react as to bring about changes in the rate of interest or 
rate of tax (or both), which would equalize the effects of the two systems. 

It is true that under certain circumstances, there would be a tendency 
to bring about such changes; but under no circumstances would these 
changes accomplish much more than to spoil the simplicity of our illustra- 
tive figures. Certainly the contrasted systems of New York and New Jersey 
could not thereby be made equally attractive to all types of savers and dis- 
savers—only to one type. 

To start with, let us suppose that the two states inaugurate their respec- 
tive systems on the same day and with the same rate of interest (5 per cent) 
and with the same nominal rate of tax (20 per cent). Immediately, other 
things equal, savers would have reason to prefer New York and dissavers 
to prefer New Jersey, and we may suppose a certain amount of migration 
in both directions. Those who neither saved nor dissaved would have no 
preference; that is, these could be said to be at the no-preference point on the 
scale of savers and dissavers. 

But now, if, as a consequence of the supposed migrations, New Jersey 
should proceed to make itself more attractive to savers by easing its tax 
to below 20 per cent or by raising its interest to above 5 per cent (or both), 
some savers in New York would begin to have reason to prefer New Jersey; 
because the disadvantages of the Jersey tax system would, for these savers, 
be more than offset by the advantages of its new rates. The net advantage 
would hold good up to a new no-preference point—the point where the 
savings were so great in degree that the disadvantages of the Jersey tax sys- 
tem would out-weigh the advantages of its new rates of interest and of tax. 
All savers above this point on the ascending scale of savings would increas- 
ingly prefer New York; all below it would increasingly prefer New Jersey. 

In a word, any advantages of migration to New Jersey would vary with 
the individual; that is, according to his degree of saving or dissaving. Nor 
could any amount of migration wipe out, in New Jersey, its discrimination 
between savers and dissavers and between one saver and another. New 
Jersey would still be practising double taxation—double taxation of savers 
and double remission for dissavers; that is, it would still be taxing out 
of tune with capacity to pay. 


Social Considerations 


Probably the two most important social effects to be considered are those 
on the volume of savings and cn the inequality in the distribution of wealth. 
A tax on accretion penalizes those who are rising in the social scale, the 
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There are various other arguments, especially those of convenience and 
policy, on both sides of the question. For instance, in favor of the accretion 
tax it is said, and truly, that it would discourage hoarding and also, which 
may be true, that a consistent accretion tax would be a less revolutionary 
reform than the one here proposed. These and many other practical con- 
siderations the law makers should include in their perspective when working 
out their reforms. To the present writer, so far as he has as yet had oppor- 
tunity to form a judgment, the balance of such arguments seems to favor 
the yield tax. It was chiefly the argument of convenience and simplicity 
which led former Secretary Mills, one of the most practical of tax reformers, 
to favor the yield (or spendings) tax. But most of these practical consider- 
ations lie outside the scope of the present article. 

One last fundamental: rightly looked at, money is a measuring rod and 
a transfer machine—not income at all in the proper sense. But one of its 
drawbacks is that it conceals real income. If, in our tax policies, we ap- 
pointed money the mere deputy of real income and taxed it co-extensively 
with real income—the same real income that existed before money was 
invented and still exists as the ultimate objective of all economic endeavor— 
such a consummation would be a triumph not only of policy but of eco- 
nomic science. 


IRVING FISHER 
Yale University 
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WAGE RATES, WAGE COSTS, EMPLOYMENT, WAGE INCOME 
AND THE GENERAL WELFARE 


Wage payments diff n kind, being related not only to the period of time 
covered, but also to the y in which they are paid. 

The economic welf king class is dependent primarily upon the size of its 
average real annual ear nual earnings in turn depend upon houriy or piece 
wage rates, the number of ked or pieces turned out per annum, and the prices of 
the goods commonly | ze earners. 

In many cases, hou tes are but loosely correlated with the real earnings of 
labor. Frequently, ind« rates produce unemployment, and hence result in 
low annual earnings. T t e higher wage rates tend to make higher wage 
costs, higher priced go fewer sales. 

In many cases, wage n group are high not primarily because the services 
of this particular class specially desired by the public, but merely because the 
supply of the labor in g ntrolled by a monopoly. 


Kinds of Wages 


Wages differ greatly in kind. There are, for example, hourly wages, daily 
wages, weekly wages, monthly wages, yearly wages, and piece rates. Money 
wages differ from “‘real’’ wages, and nominal time wages from average earn- 
ings. Wage costs are not necessarily correlated closely with time rates of pay. 

Money Vi nd Commodity or Real Wages 

In any analysis of fundamentals of the wage question, one of the 
first things which it is sary to bring out is the distinction between the 
money wage and the goods which the money wage will buy. The purchasing 
power of the money lepends, of course, upon the prices of the goods 
which the wage recipient desires to purchase. When prices fall, his wages 
will buy more goods, and vice versa. A wage, when measured in terms of 
command over goods, is sometimes referred to as a “commodity wage” ot 
“real wage.” The stat in commonly converts money wages into “‘com- 
modity wages” by d the money wages by an index of the “cost 
of living,” an index | ng the relative changes in the cost of a typical 
workingman’s buds 

The difference bet hanges in money wages and changes in “‘com- 
modity wages’’ is well trated by the experience of German workers in 
the period followi World War. During this period, these workers 
saw their wages rise | perhaps 4 marks per day to 400,000,000,000 
marks per day. Unfort ly, however, all these billions would not buy 
as much as would tl rks in the pre-war period. German workers were 
thus compelled to 1 the fact that money is merely a counter, and 

that what really mat not the nominal sum of money received, but 
what that money wil 

Fortunately, since | tionary days, the people of our own county 
have not witnessed a » comparable to the German experience just 


mentioned; but it rtheless true that the purchasing power of our 
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money has never been so stable that changes in its value could be ignored 
as being of no importance. From time to time its value has fluctuated 
widely. Thus, between 1916 and 1920, prices of most goods doubled or 
trebled. They dropped sharply between 1920 and 1921, and again between 
1929 and 1932. 

All such changes have affected the purchasing power of the wages of 
labor, and must be taken into consideration if one wishes to measure 
with any approach to accuracy changes in “‘real” or “commodity” wages. 

For example, in 1933, hourly earnings of all the employees of the larger 
railway systems averaged but 60.9 cents as compared to 65.1 cents in 1929. 
Their money wage had, therefore, dropped nearly 7 per cent. One might 
infer that this decline in money wages represented an economic loss to the 
railway workers. However, during the same interim, the cost of the typical 
workingman’s budget fell more than 25 per cent. When, therefore, one 
takes account of the change in the purchasing power of money, it becomes 
evident that the railway worker who had a steady job was distinctly more 
prosperous in 1933 than in 1929. 


Wage Rates and Working-Class Well-Being 


The belief is widely prevalent that, for members of the working class, the 
relative well-beings of different groups or of a given group at different 
times may be gauged fairly well by comparing the hourly wage rates at the 
various periods. However, it takes but little investigation of the available 
statistical evidence to show that this belief is ill-founded. 

One of the reasons why it does not hold true is that many of the em- 


of ployees listed on the payroll do not work full time, and, after all, the eco- 
- nomic welfare of a worker and his family depends primarily upon the 
i size of his annual earnings, and not upon the nominal hourly, daily, or 
ost weekly wage rate which he receives. High hourly wage rates may be offset 
al by the fact that few hours of work are available each week, the result being 

that weekly earnings are low. High daily or weekly rates may likewise fail 


to bring prosperity to the workers, because these workers may have work 
for relatively few days or weeks in each year, since even when they are on 
the payroll and nominally employed, they may fall far short of having 


full-time work. 
buy The existence, at certain times, in the factories of the United States, of a 
ere marked difference between nominal full-time hours and hours actually 
* worked per week was revealed by a study made by the National Bureau of 


Economic Research in 1922. This study covered the years 1920 and 1921. 
It showed that, in 1921, nominal full-time working hours in American fac- 
tories averaged 49.6 while actual hours worked averaged but 45.9. 


‘Employment, Hours, and Earnings in Prosperity and Depression, pp. 82 and 87. 
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Because of the fact that many of those on the payroll work less than full 
time, the total annual pay of all those engaged in an industry is usually 
smaller than the product of the regular weekly full-time wage multiplied 
by the number of weeks worked. For example, in 1936, according to the 
National Industrial Conference Board, the average factory employee in the 
United States worked 40 hours a week at a weekly rate slightly above $24. 
At that rate, an employee working 52 weeks would earn $1,248 in the year. 
Yet, according to the report of the United States Department of Commerce 
on national income, the average annual wage per factory worker was only 
$1,095 in 1936. This figure is arrived at by dividing the total pay of all 
factory workers by the average number on the payroll. The discrepancy be- 
tween the $1,248 hypothetical earnings and the $1,095 actual earnings is 
probably explained largely by the fact that many of the persons whose 
names appeared on the payroll in a given week did not work during that 
week the 40 hours which constituted the full-time average week. Some 
workers were sick or absented themselves for other reasons for part of the 
week. Some of the factories did not operate full time in some weeks. Many 
employees habitually worked fewer than the number of hours counted as 
full time. 

The marked effect 1 earning power of irregularity of employment 
among those nominally on the payroll is also shown by the difference in 
1935 between the average annual earnings of building workers and those 
of railway train and engine employees in the same year. In that year, ac- 
cording to the United States Census of Construction, the pay of workers 
employed at the site of construction averaged 70.7 cents per hour, while the 
hourly pay of train and engine workers averaged $1.011; in other words 
the hourly pay of the employed trainmen was about 43 per cent higher than 
the pay of the building worker who nominally had a job. 

Had the building workers actually worked a full year of 300 days of 8 
hours each, their an: pay would have amounted to $1,695. However, 
the Census shows that, in reality, the average pay of those actually working 
was but $1,043 per y« nd, if one were to take account of all those who 
normally depend upon t struction industry for a livelihood, but were 
not employed during the census period in 1935, the average would doubt- 
less be materially lower. In contrast to the $1,043 earned by the average 
building worker w! minally had a job, the average railway trainman 
earned $2,202 in 1 t follows that, although the difference in hourly 
earnings was only 4 r cent, the trainmen had an advantage in annual 
earnings amounting t 0 per cent. The difference is explained by the fact 
that, in 1935, the nominally fully-employed building worker toiled but 
1,475 hours per year, while the average railway trainman had 2,178 houts 


of work. 
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Thus far we have confined our attention solely to those instances in 
which failures of the hourly wage rate to furnish a criterion of economic 
welfare have been due to differences in hours worked by different persons, 


all of whom were on the payroll and usually counted as having jobs. Such 
differences, however, tell but a fraction of the tale. 


Wage Rates as Determinants of the Amount of Employment 


Wage rates are not merely passive resultants of other forces. They them- 
selves determine, in large measure, the amount of employment which can 
be secured. The rate at which a would-be worker holds his labor is, in very 
many cases, the factor which determines whether or not he can obtain em- 
ployment. 

The truth of this statement is well illustrated by conditions which have 
prevailed in the building industry in the suburbs of New York City during 
recent years. In this area, a union worker who has held out for the union 
wage scale has received, when he worked, $1.50 or more per hour, or a 
minimum of $12 for a day of 8 hours. However, even when the building 
industry has been very active, he has commonly been unable to secure more 
than five or ten days of work per month for a maximum of eight months in 
the year. Under these conditions, his annual earnings have not been likely to 
exceed $800 to $1,000 per year. In some cases, he has been called upon to 
pay 10 per cent or more of his earnings into the union treasury to cover dues 
and aid for unemployed union members. Under such circumstances, he has 
had remaining at most $900 per year upon which to support himself 
and family. 

At the same time, in the same locality and in the same trades, an army of 
non-union men has been working for the highest rates actually obtainable. 
These rates are reported to have run from 65 cents to $1.00 per hour. Many 
of these men have, for the last two or three years, been able to work for as 
much as 48 hours per week and have been employed for 40 or more weeks 
per year. The man working 48 hours at 80 cents per hour earns $38.40 per 
week. At this rate, his earnings for 40 weeks amount to $1,538 for the year; 
and from this amount he is not required to make a contribution to the union. 
His annual earnings are, therefore, more than 75 per cent higher than the 
earnings of the union man in the same trade. 

To obtain this additional income, he has, of course, found it necessary 
to sacrifice leisure and endure additional fatigue. However, with a working 
day of only eight hours, a healthy mechanic probably does not usually find 
the labor in any sense exhausting. As for the additional leisure accruing to 
the idle man, it is doubtful if he receives much enjoyment from it. He 
has little money to spend for entertainment. He must remain on call to take 
work when it appears. He is worried by the constant strain of trying to 
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or fall, as long as they affect his competitors in like degree. This line of 
reasoning explains why employers accepted so readily the wage increases 
imposed by the N.R.A. It also explains in part why the labor leader who can 


organize an entire industry meets little effective opposition in his campaign 
for higher wage rates. 


Wage Costs, Sales Volume, and Employment 


The fact overlooked by employers having the point of view just men- 
tioned is that the higher prices made necessary by the advances in wage rates 
will inevitably tend to lessen the volume of sales of their products. The 
extent to which sales will shrink in the case of any particular product will 
depend upon the elasticity of the demand for that particular product. The 
demand for bread is relatively inelastic, hence the falling off in sales result- 
ing from a 50 per cent increase in the price of bread is likely to be relatively 
slight. On the other hand, a 50 per cent rise in the price of beefsteak will 
caused a marked shrinkage in the volume which can be marketed. In prac- 
tically all products, however, a rise in price is accompanied by some decline 
in sales volume. 

As sales volume shrinks, the need for workers to replace these products 
obviously lessens, and workers are laid off. A fundamental lesson which 
workers in general have yet to learn is that they, as well as their employers, 
have a vital interest in keeping down wage costs per unit of output. This is 
true both from their positions as employees and their positions as consumers. 
Consumers include, of course, employers, employees, independent workers, 
and the dependents of these classes. The idea that, in some way, high wage 
costs can be passed on to some mythical body of consumers outside the classes 
mentioned is, of course, based upon the most careless kind of reasoning. 
Higher wage costs react adversely therefore, upon both employers and em- 
ployees, not only in their capacity as producers, but also in their capacity as 
consumers. 

In the last analysis, it can truthfully be said that unemployment is, in the 
main, caused by wage costs being so high as to make it impossible to market 
the entire output which industry can conveniently turn out. 


Wages and Purchasing Power 


A common response to the line of argument just mentioned is that high 
Wages increase purchasing power and in this way stimulate the demand for 
goods and foster employment. Were this argument sound, the logical pro- 
cedure would seem to be to raise all wage rates immediately to at least 
$10 per hour. Why stop with paltry increases? 

If wages were raised to ten times the present level, and prices of goods 
tose in like proportion, obviously the wage workers would be no better off 
than before. What the wage workers really desire is higher wages and fixed 
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Wage Costs and Unemployment 


Since, as we have just seen, there is a marked tendency for labor cost per 
unit of output to vary directly and proportionately with hourly wage rates, 
the prices which workers demand for their labor evidently exert a powerful 
influence upon the volume of employment which workers are able to obtain, 
and hence upon their annual earnings. How this operates is exemplified by 
the previously mentioned case of the building trade workers in the suburbs 
of New York. During the 1930-1934 depression, most of these workers held 
out for the union scales of wages. Houses built with labor priced at that 
level were so expensive that it was impossible to find buyers for them. Late 
in the depression, however, the building workers decided to accept sharp 
reductions in hourly wage rates. With their costs thus lowered, building con- 
tractors were able to erect houses and sell them at much lower prices. The 
result was that, in 1936, a building boom started, and construction work 


has been pushed vigorously since that time, thousands of houses having 
been successfully marketed. 


Effect of Wage Rigidity on Employment and Annual Real Income 


Just as a reduction in wage rates lowers the cost of the products, stimulates 
sales, and increases employment, so the maintenance of high wage rates in 
times of declining demand for goods makes unemployment inevitable. Re- 
gardless of this fact, it has usually been true that when, after a boom, de- 
mand for goods in general has fallen off, the tendency in most urban indus- 
tries has been to maintain hourly wage rates at boom levels. Because of this 
policy, the effect of a depression upon the working class can by no means 
be correctly gauged by observing the extent of the decline in piece rates, 
hourly wage rates, weekly wage rates, or the annual earnings of those per- 
sons who are lucky enough to keep fully employed. 

Since, during the downward phase of the business cycle, urban employers 
usually try to maintain wage rates and to cover costs by also maintaining the 
selling prices of their products, despite the decline which is taking place in 
demand, the almost universal result is that sales fall off, and hence fewer 
employees are needed. Ordinarily, employers meet this situation both by 
discharging some employees and reducing the number of hours of em- 
ployment given weekly to other employees. Thus, the previously-mentioned 
study made by the National Bureau of Economic Research? showed that, by 
the end of 1921, average hourly wage rates in all factories in the United 
States had fallen only from a 1920 peak of 62 cents to 53 cents, a decline of 
less than 15 per cent. Meantime, however, the total wage disbursements 
made by all factories had decreased by 37 per cent. This added decline was 
accounted for partly by the fact that average hours worked per week had 
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fallen about 8 per while the number of employees on the payrolls had 
diminished by mot ) per cent. Clearly, anyone who had measured 
the effect of the de n factory workers by the 15 per cent decline in 
the hourly wage v been grossly deceived. 

Estimates made by Paul Douglas in his book, Real Wages in the United 
States, 1890-1926, i hat average annual earnings of employed fac- 
tory workers fell f: 1.358 in 1920 to $1,180 in 1921, a decline of 13 
per cent. A study made by the National Bureau of Economic Research en- 
titled, The National Income and Its Purchasing Power, shows that, from 
1920 to 1921, the a re annual earnings of those wage workers who nor- 
mally depended uy factory employment for their living declined from 
$1,400 to $892, ad t of 13 per cent but of more than 36 per cent. 
The 23 per cent differ n these percentages of decline doubtless repre- 
sents roughly the eff nployment. 

From the facts t r stated, it is clear that, during the swings of the 
business cycle, cha tly, weekly, or annual wage rates are far from 
proportional to chang t} nual earnings of the average wage worker. 

The correctness of this statement is evidenced not only by the happenings 
of 1920-1921, but al the course of events during the great depression of 
1930 to 1934. According to the National Industrial Conference Board, 
average hourly wage rat ) manufacturing declined between 1929 and 
1932 from 59.0 cents t nts, a drop of less than 16 per cent. However, 
during the same interval kly earnings shrank from $28.55 to $17.05, or 
40 per cent. This 24 | t difference represented the curtailment in work- 
ing time resulting fr work-spreading program. But even this radical 
experiment in divid ible employment was not sufficient to offset the 
effects of an unpat hrinkage in demand accompanied by an only 
moderate shrinkas rly wage rates. According to the United States 
Bureau of Labor Statistics, the index of factory payrolls, in other words, of 
the total pay of fa orkers, moved down from 109.1 in 1929 to 46.4 in 
1932, a decline of more tl 57 per cent. 

In this particular d n, contrary to past experience, and because of 
governmental mea and pressure from labor unions, manufacturing 
hourly wage rates did not continue low until employment recovered to nor- 
mal, but were advanced sharply in the autumn of 1933 and also in 1934 
until, by the end of t tter year, they were slightly above the 1929 average. 
Meanwhile, the ave: of articles bought by working-class families 
had dropped near! tr cent. This meant that, for factory workers, real 
wages per hour w t one-fourth higher at the end of 1934 than they 
had been in 1929. Ii re to take the real hourly wage as a criterion, he 
would be led to « t the close of 1934 marked a period of pros- 
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However, further investigation would show this conclusion to be far from 
the truth. The advance in wage rates occurring during 1933 and 1934 meant 
higher costs and higher prices for manufactured goods. As a result, sales 
failed to increase sufficiently to make places for the unemployed. Work- 
spreading continued to keep many of the workers on part-time. Weekly 
working hours therefore did not show the same advance characterizing 
hourly rates; and, at the end of 1934, the average weekly pay for all factory 
workers was only $20.74, as compared with the $28.55 received in 1929, 
a decline of 27 per cent. Since the cost of living was down 20 per cent, the 
average weekly factory wage would, at the end of 1934, buy something 
like 7 per cent less than in 1929. 

As a matter of fact, however, the weekly wage failed to portray the true 
relative situation of the factory workers, for, according to the United States 
Bureau of Labor Statistics index, factory payrolls aggregated 41 per cent 
less than in 1929, and only half of this loss was offset by the 20 per cent 
decline in the cost of living. It follows that, despite the maintenance of the 
average hourly money wage at the 1929 level, and the 25 per cent increase 
in real hourly wages, those normally dependent upon factory work for a liv- 
ing were much worse off in 1934 than in 1929. 

A similar divergence between hourly wage rates and the real income of 
the workers characterized the middle of 1937. By that time, average hourly 
money wage rates in factories had been advanced to 71 cents, as compared 
to the 59 cents received in 1929, an increase of 20 per cent. In the middle 
of 1937, the cost of living index was only 89 per cent of the 1929 level. 
This meant that real hourly wages were some 35 per cent higher than in 
1929. However, the average factory worker in 1937 worked only 40 hours 
per week as compared to 48 hours in 1929. Average weekly money earnings 
were, therefore, slightly lower at the peak of the 1937 boom than they were 
at the similar peak in 1929. However, because of the 11 per cent decline in 
the “cost of living,” real average weekly earnings had advanced about 12 per 
cent. Nevertheless, in terms of money, total factory payrolls in the middle 
of 1937 were still about 7 per cent below the 1929 level. In terms of pur- 
chasing power, they were some 4 per cent above 1929, but when one con- 
siders the fact that population had meantime increased some 7 per cent, it 
becomes apparent that the factory population as a whole had slightly less 
teal income in 1937 than in 1929, despite the 35 per cent increase in money 
wages per hour which they had received. 

The above discussion makes clear the folly of depending upon hourly, 
daily, or weekly wage rates to measure the welfare of the working class, and 
shows also how essential it is to take into consideration not only money re- 


turns but also changes in the “‘cost of living,” and in the extent of unem- 
ployment, 
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The Effect of Advancing Wage Rates, Regardless of Demand 


The net effect upon an industry of unduly advancing wage rates is ex- 
cellently illustrated by the situation in the railway field. Here, the railway 
trainmen, having organized thoroughly and thus obtained a complete mo- 
nopoly of an indispensable part of the labor supply in this important in- 
dustry, have forced up their nominal wage rates until they are higher than 
the rates of any group of laborers of similar skill in any other industry. 
Furthermore, they have introduced various arbitrary restrictions which have 
made their actual rates much higher than their nominal rates. Thus they 
have enforced a rule which counts a run of a hundred miles as a day’s work, 
even though most through passenger trains will cover that distance in two 
hours or less. For additional distance, the railroads are compelled to pay 
overtime rates. 

The railroads have attempted to recoup themselves by raising their 
freight and passenger rates. This process, however, drives passenger traffic 
to busses or private aut biles and freight traffic to trucks. The net result is 
that the volume of employment on railroads has shrunk greatly. In 1923, 
large American railway systems employed 1,863,000 persons. At the peak 
of the 1937 boom, the number on the payrolls was only 1,193,000, a shrink- 
age of 35 per cent; and this has taken place in a country in which the volume 
of traffic has been steadily rising. The stocks of many of our greatest rail- 
roads are now practically worthless, interest charges are being earned on 
only one-eighth of all railway bonds outstanding, a third of the erstwhile 
railway employees have lost their jobs, and an unknown but probably con- 
siderable part of th nber is now on the charity rolls. Such is the result 
of fixing wage rates at levels higher than the traffic will bear. 

The reason that this situation does not impress unfavorably the leaders 
of the railway unions is, presumably, that under the system of seniority en- 
forced by the labor unions, the older employees still have full employment 
at high wages. It is the junior employees who are discharged. They soon 
leave the union, and therefore cause the union leaders no more trouble. 

Output per Man-Hour as a Measure of Labor Productivity 

It is frequently assumed that the fairness of a wage rate can be correctly 
judged by its relationship to the physical output per employee. If this as 
sumption were correct, it would follow that, whenever average physical pro- 
ductivity per man-hour increases, fairness requires that the wage rate pef 
hour be advanced portion. 

That this conclusi t justified becomes apparent when we consider 
the fact that productivity is dependent not only upon labor but also upon 
nature and upon the quantity and quality of the equipment utilized by the 
laborer in his work. Thus laborers working with the methods in vogue é 
century ago could turn out but a few pounds of steel per man-day. At pres 
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ent, supplied with $8,000 worth of capital per man, each laborer can pro- 
duce many times as much steel as could the steel worker in his grandfather's 
era, but this does not indicate that the present-day worker toils harder or is 
much more efficient than the steel worker of a century ago. The additional 
productivity is not primarily due to his efforts. It must logically be attributed 
to the steam and electric power and the machines and apparatus by which 
he is assisted. 

Another illustration is furnished by the railways. In 1910, employees 
numbering on the average 1,699,420 participated in the carriage of 
of 255,017,000,000 revenue ton-miles of freight. In 1935, just a quarter of 
acentury later, 999,000 railway workers assisted in moving 312,312,000,000 
ton-miles of revenue freight. In other words ton-miles per man had in- 
creased from 150,000 to 312,000, an increase of well over 100 per cent. 
Railway workers have contended that, on grounds of justice, this increase in 
freight per man called for a doubling of wages. However, between 1910 and 
1935, the property investment of the railways increased from 
$14,557,816,000 to $25,500,465,000, an increase of 75 per cent. The prop- 
erty investment per employee therefore almost trebled, rising from $8,560 
in 1910 to $25,530 in 1935, an increase of 198 per cent. 

Since, between 1910 and 1935, the introduction of automatic machinery 
and the shortening of the length of the average working week materially 
reduced the strenuosity of the average employee's labor, it seems clear that 
new inventions and new investments which made possible the use of more 
power and more efficient equipment were the factors primarily responsible 
for the added output per man. From the standpoint of abstract justice, it 
would seem, therefore, that not railway employees but rather the capitalists 
who were responsible for furnishing the improved equipment were the ones 
entitled to first consideration in the distribution of any added returns ob- 
tainable as a result of growing efficiency. 


Wage Rates and the Value to the Public of the Services of Labor 


One more assumption concerning wage rates remains to be considered. 
It is that the height of the wage rate measures with a fair degree of ac- 
curacy the value of the service rendered to the employer and to the con- 
sumers of the products of the industry. Those holding this point of view 
assert that the fact that the purchaser buys a product proves conclusively 
that he believes it is worth to him the price charged for it. 

Doubtless, this contention contains an element of truth. However, it 
takes no cognizance of the effect of artificial scarcity produced by a mo- 
nopoly. Suppose, for example that, on an oasis, there exists a spring at 
which desert travellers have been accustomed to drink and fill their water 
skins, all without charge. Later, however, a powerful chieftain seizes the 
spring and thereafter charges $1.00 a gallon for water. The traveller will 
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pay a dollar a gallon rather than die of thirst. It is, therefore, true that the 
water is now worth that much to him. If, however, in order to pay for the 
water, he is reduced t t poverty, it is absurd to contend that the charge 
made for the water is in proportion to benefit conferred upon him as a con- 
sumer. He has not gained but has lost heavily. 

Similarly, when a monopolistic bricklayer’s union forbids its members to 
lay in a day more bricks than could easily be laid in 3 hours, it thereby in- 
creases greatly the cost of laying a thousand bricks, and enhances unneces- 
sarily the price which the home-seeker must pay for a house. To contend that 
the added wage paid to the bricklayer measures the cost of additional serv- 
ice rendered to the home-buyer is certainly absurd. 

Likewise when monopolistic railway unions compel the railways to 
employ a crew of four men to operate a gasoline car which could readily be 
handled by one man; when they limit the lengths of trains in order to force 
the railroads to hire superfluous employees; when they set 100 miles as a 
day’s work in operating a train in order to compel their employers to give 
them not only a full day’s pay but also extra pay for overtime even though 
they may have worked only 4 or 5 hours; when they demand and get an 
additional full day’s pay for taking the Lehigh Valley trains from the Penn- 
sylvania Station in New York to the railway yards, a twelve-minute trip, it 
is far from the truth t tend that it is because their service to consumers 
is so valuable that, on the average, for an hour actually worked, engineers 
receive $1.44, firemen and helpers $1.12, conductors and ticket collectors 
$1.36, and road brakemen and flagmen, $1.06. Their work is probably no 
more skilled than that of machinists who earn on the average only 89 cents 
per hour. The additional pay secured by the trainmen represents not pay for 
greater skill or service to the public but is merely a tribute to the strength of 
the monopoly which they have established. 


Conclusions 


It is believed that the illustrations presented in the preceding pages make 
it clear that, in any serious consideration of wage questions, it is necessaty to 
distinguish carefully n real wages and money wages, and to differen- 
tiate piece rates, hourly wage rates, daily wages, and weekly wages from 
annual earnings. The examples cited make it evident that: 

(1) Comparisons of money wages at different times or places are not sig: 
nificant unless the f the money in terms of goods is approximately 
the same at the tim s; compared. When the purchasing power of 
the money at the p red differs, comparisons to be significant must 
be in terms of ‘“‘real ; in other words, in terms of what the money 
wage will buy. 

(2) Comparisons of hourly wage rates give little information concerning 


the relative prosperity lifferent classes of workers unless it happens that 
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the numbers of hours worked per year are approximately the same in the 
cases of the different groups compared. The income of the worker and his 
family depends mainly upon the size of his annual earnings, and not merely 
upon the height of his hourly wage rate. 

(3) Comparisons of weekly wage rates are often vitiated by the fact that 
a large proportion of the workers on the payroll are working only part time. 

(4) The wage costs involved in the production of goods are measured 
by the cost per unit of product, and not by the hourly wage rate, for work- 
men employed at identical hourly wage rates may differ greatly in efficiency 
or in desire to produce. In some instances purposeful restriction of output 
by the workers greatly increases the wage cost per unit of product turned 
out. 

(5) Wage costs per unit of output are sometimes greatly increased by 
make-work devices adopted by labor unions. They may, for example, require 
the employment of a number of persons far in excess of the number re- 
quired to do the work efficiently. 

(6) High wage rates have no tendency to increase the total volume of 
purchasing power available to buy goods. 

(7) Unduly high wage costs per piece are burdensome to the consumers 
of the products, and hence these consumers are unable to purchase as large 
a volume of the goods produced by the labor in question as they could buy if 
wage costs per unit were lower. 

(8) Unduly high wage costs per unit of output, by lessening the sales of 
the products of the labor in question, lessen the volume of production re- 
quired to supply the market, and hence cause workers to be discharged. Here 
we find the chief cause of unemployment. Unemployment reduces the an- 
nual income of the average worker. 

(9) Increases in output per man-hour do not necessarily indicate im- 
provement in the efficiency of labor. More commonly, they are the results of 
improvements in equipment made possible by the investments of more 
capital. 

(10) Increases in wage rates which are brought about through monopo- 
listic restrictions on the labor supply do not indicate increases in the volume 
of service rendered by labor to the public. 


WILLForD I. KInG 
New York U niversity 
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PETROLEUM REGULATION IN TEMPERATE 
SOUTH AMERICA 


Foreign concerns in tem south America which deal in products or services greatly 
ling profitable operation increasingly difficult. The changing 
position of the foreign oil companies offers a case in point. Only in Bolivia have properties 
been seized by the govert t; but in Argentina, Chile, and Uruguay highly restrictive 
regulatory measures have | serious forebodings in regard to possible future action. 
The mode of procedure t rc direct competition through government-owned and 
government-operated organ ns. The latter are favored and given increasing opportunity 
as the foreign companies suff \creasing restrictions. Whether more stringent regulation 
and promotion of direct tition are in the nature of preliminary moves which ultimately 
will be followed by exproy r other means to force withdrawal is problematical, but 
it is not unlikely. 


Many of the Latin American countries are subjecting the foreign oil com- 
panies to a constantly increasing measure of regulation, to direct competition 
by government-owned and government-operated organizations, and even 
to expropriation and confiscation. Bolivia has confiscated the properties of 
the Standard Oil Company; Mexico has expropriated the petroleum indus- 
try; Brazil, Uruguay, and Chile have decreed that the industry, at least in 
part, shall be nationalized, although such decrees have not yet been put 
into effect; and Argentina and Uruguay are now directly competing with 
the foreign concerns through government entities. In each of the latter two 
countries, increasingly onerous control measures instituted by the govern- 
ment have produced serious misgivings in regard to the future of the pri- 
vate companies, particularly those of foreign origin. Nor are regulatory 
efforts and direct competition by the government confined to the petroleum 
industry. Foreign-owned public utilities are the subject of measures incteas- 
ingly restrictive; and many concerns in other fields, particularly in the 
Chilean nitrate industry, have been forced to conform to restrictive legisla- 
tion for many years. More recently, the huge packing industry in Argentina, 
dominated by United States packers and the English Vestey interests, has 
been subjected to increasing regulation and to direct competition through 
government participat n the industry. Livestock producers have recently 
requested from the government the construction and operation of a large 
packing plant to offes litional competition to the foreign companies. 
What is happening to the petroleum industry may be symptomatic of the 
general attitude toward foreign firms operating in Latin America, particu- 
larly toward those ¢ whose products and services are greatly affected 
by public interest. It may likewise be symptomatic of the procedures which 
may regulate and, finally, perhaps, force the withdrawal of those concerns. 
Although this paper will deal with regulation of the petroleum industry in 
Argentina, Chile, and Uruguay, it should be recognized that the implice 
tions ate not necessat onfined to any one product or to any one country. 

In 1931, Uruguay, the leading exponent of socialistic controls in the 
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Americas, provided for a government monopoly in alcohol, combustibles, 
and cement. However, the law stated that the government monopoly on 
petroleum products would not go into effect until 50 per cent of the entire 
consumption was produced in government refineries. Recently a refinery 
was completed by the government, and it was feared that the monopoly 
law would be put into effect. In January of 1938, however, a decree was 
issued by the government which approved an agreement between the foreign 
oil companies and the government entity, the so-called ANCAP (Adminis- 
tracién Nacional de Combustibles, Alcohol, y Portland). This agreement 
allowed the companies to continue operation provided that only crude oil 
was imported and that it was refined under contract in the national refinery. 
Other restrictive measures were also said to be included in the agreement; 
but at least it appears that withdrawal of the foreign oil companies will 
not be demanded for a period of years. 

A situation not unlike that in Uruguay prevails in Chile. Whenever the 
executive power so desires, a state monopoly for the importation and dis- 
tribution of petroleum products can be established through the power given 
in Law 5124 promulgated in 1934. Although the monopoly provisions of 
this law have not yet been put into effect, the government has quietly spon- 
sored and indirectly participated in the financing of a stock company, the 
Cia. de Petroleo de Chile (Copec), which was organized in 1934 to import 
and distribute petroleum products in direct competition with the two lead- 
ing foreign concerns, Shell-Mex, Chile, Ltd., and West India Oil Com- 
pany, a Standard Oil Company affiliate. Legally Copec is not a government 
entity; but assistance has been given by the government through the grant- 
ing of exchange at favorable rates, through favoritism in granting permits 
for the erection of retail stations, and, it is rumored, through concessions 
in freight rates and tariff charges. Whether the government is grooming 
this organization ultimately to hold a monopolistic position, whether it was 
conceived by people connected with the government to create a more truly 
competitive situation, or whether the initial impetus for its formation came 
from private individuals who recognized the advantage given by a nation- 
alistic approach and the probability of government favors is open to ques- 
tion. There can be little doubt, however, as to the favored position of 
Copec in the competitive picture and as to the threat which governmental 
action under the enabling legislation now in force constitutes to the con- 
tinuance of profitable operation by the foreign-owned companies. 

In Bolivia, outright confiscation of Standard Oil Company’s possessions 
occurred under a decree issued on March 13, 1937. The primary basis for 
the decree was the allegedly clandestine export of crude oil to Argentina 
through a pipe line over the Bermejo river. A small amount of crude oil 
for use in drilling operations on the Argentine side of the river had been 

' Diario Oficial, January 26, 1938. 
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1924. This action by the federal government was followed shortly by simi- 
lar action on the part of various provinces, most important of which were 
Salta and Jujuy. Since 1924, and even as late as 1936, new reserve decrees, 
both national and provincial, have appeared at intervals, clarifying earlier 
decrees and reserving yet additional areas to the government. 

But the government did not act quickly enough to exclude the foreign 
oil companies. They had been active in geological exploration for a number 
of years and were able to perfect title to at least a part of those holdings 
on which work had been started. Furthermore, they were not entirely ex- 
cluded from exploration activities by the reserve decrees. They were denied 
the privilege in all promising national territories; but, fortunately for the 
companies, the provincial governments did not in every case follow national 
government leadership in regard to exclusion of the private concerns, of 
even yield to sharply worded protests when the provinces neglected the 
YPF and negotiated directly with the private companies.* Thus a united 
national front was not presented to foreign interests. When reservations 
were made by the national government in the territories, this, in effect, 
meant reservation for the government entity, YPF; but when reservations 
were made by the provinces, later concessions could be given either to the 
YPF or to the private companies. Although granting concessions to foreign 
concerns was considered a defection from national policy, some of the 
provinces, desiring active exploration work and being in need of the funds 
which would come through royalties, did cast aside the YPF and negotiate 
with the private concerns. 

Most noteworthy of these agreements between a foreign concern and a 
province was that made in 1933 between the Standard Oil Company and 
the province of Salta. It created a great furor throughout the country and 
brought forth accusations that Salta was selling out to foreign interests, to 
the detriment of the entire country. But there were strong champions of 
the right of provinces to make such agreements. In particular, La Prensa 
not only upheld the right of the province, but, in addition, approved the 
agreement as being a sound one from the viewpoint of both state and na- 
tional interest. Disregarding protests, the agreement was made and put 


into effect. In late years, Salta has given the private companies additional 
prospecting concessions. 


*The rights of the national government and of the provinces in subsoil deposits have 
not been clearly defined. The Codigo de Mineria states that mineral deposits are the 
property of the nation and the provinces. Probably the framers of the code meant that 
mineral deposits were the property of the provinces when such were formed, and of the 
nation in the case of territories not formed into provinces. The question was clarified in 
the petroleum law, No. 12,161, passed in March, 1935. Article 373 says, “Las minas de 
petroleo y hidrocarburos fldidos son bienes del dominio privado de la nacion o de las 
Provincias, segun el territorio en que se encuentren.” (Boletin Oficial de le Republica 
Argentina, afio 43, num. 12,238, p. 1.) This seems to indicate a condition of full states 
tights to petroleum deposits in duly constituted provinces (Argentine states). 
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Accordingly, despite the reserve decrees and other limitations, the pri- 
vate companies have increased output more rapidly than has the YPF. In 
1931, for the first tims mbined private output passed the YPF produc- 
tion. Since that time, the proportion of each in the total output has changed 
from year to year, with a high for the private companies of 63 per cent in 
1934. In 1936, it was 53.6 per cent. During these years, although admit- 
tedly their position has been an uncertain one, the independent companies 
have operated in a reasonably satisfactory manner both from the volume of 
business and profit angles. Furthermore, the Salta incident and the friendly 
attitude of the more responsible press gave renewed confidence that suff- 
cient leeway would be given in the future for continued profitable opera- 
tion. But this period of comparative quiet was dispelled early in 1936 by 
renewed attacks on the part of the government. 

Immediate stimulus to further regulation was given by two conditions— 
namely, a disordered price situation, and a substantial increase in imports. 
These, at least, wet onditions stressed by the YPF to induce govern- 
ment officials to start nvestigation. The price situation, in its beginnings, 
dates back to 1926 when the YPF, after the completion of its La Plata 
refinery, established a uniform price for gasoline throughout the country.’ 
Uniform price did not become fully effective, however, until 1929. This, 
in all probability, was a political move aimed to establish favorable te- 
actions in the interior. At least there was no economic justification for it 
since the supply largely originated on the coast. Argentine crude oil, for 
the most part, was refined in the coast cities and importations constituted 
a substantial part of the total supply. Under these conditions, the price in 
the interior, if uncontrolled, would be the coast price plus transportation 
costs. 

With a uniform price charged consumers throughout the republic, the 
net price received by the companies varied widely and depended upon the 
location of sale in reference to the coast. For instance, with a Buenos Aires 
price of 23 centavos per liter, of which 5 centavos would be federal tax, 
the base price would be 18 centavos. In Mendoza, on the Chilean border, 
the price would also be 23 centavos, of which 5 centavos would be federal 
tax, 2 centavos provincial tax, and perhaps as much as 7 centavos trans: 
portation cost. Thu base price would be 9 centavos in comparison with 
18 centavos in Buer \ires. Moreover, expense assumed by the companies 
would probably be greater in the interior, which would make the difference 


‘A. E. Bunge, “Nature and Scope of the Argentine Economic Recovery, 1937,” Revista 
de Economia Agentina, + t, 1937, p. 225. 

* Later a provincial r tax of 2 centavos per liter was imposed on sales outside of 
the federal district. Unt this tax could be added to the price, that is, for instance, 
27 centavos per liter e charged outside, when 25 centavos was charged within the 
federal district. At that 1 2 uniform price was again created, for price competition from 
the YPF forced the priv: panies to absorb this tax as well as transportation costs. 
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in the net amount received even greater.° Despite repeated attempts on the 
part of the private companies to secure a change in this pricing system 
through codperative action, the YPF would not concur. To the YPF there 
was some advantage in the system, particularly if favors could be secured 
which would make possible a concentration of sales in the federal district. 
To the national administration a change in the system was politically in- 
expedient. Therefore, uniform price has persisted and, with it, a mad 
scramble among the companies, both the independents and YPF, for the 
market of the federal district in which the net return is the greatest. Under 
such conditions, assuming active competition existed, a disordered price 
situation, with numerous concessions to dealers, was inevitable. 

The other stimulus to further regulation was a substantial increase in 
imports. It was said that the increase was not in proportion to the growth 
of internal consumption, that it constituted dumping of petroleum products 
in the Argentine market with the purpose of interrupting the normal de- 
velopment of the Argentine industry. The assertion was made that the 
increase in importation of petroleum and fluid hydrocarbons, comparing 
1935 with 1934, was more than 100 pei cent. As a matter of fact, the im- 
portation of crude did increase from 1,219,000 barrels to 2,931,000 bar- 
rels.’ But the importation of gasoline decreased from 523,000 barrels to 
26,000 barrels.* If a recovery ratio of 44 per cent is applied to the crude 
volume, the increase of 1935 over 1934 is 24.3 per cent. These data are 
substantiated by other computations which show that the increase in cubic 
meters imported was from 1,245,580 to 1,559,894, an increase of 25 per 
cent.® Although this is a substantial increase, still it was accompanied by an 
increase in general economic activity and thus the claim of the independent 
oil companies that no ulterior motives were involved may not be altogether 
unfounded. Nevertheless, this condition and the disordered price situation 
were given as reasons for new regulatory action. 

On May 9, 1936, President Justo appointed a committee to investigate 
the petroleum industry. It was given broad powers to obtain information 
and was asked to suggest decrees or laws which were thought necessary 
to regulate the importation, transport, and distribution of petroleum prod- 
ucts. As a result of the work of the committee, executive decree number 
86,639 was issued on July 20, 1936, and with this decree in force, the 
private companies were faced with inordinate regulation. 

Briefly stated, the decree provided that the volume of importations to 


* One executive stated the average freight charge for shipment to points of sale out- 
side of the federal district for his company has been approximately 3 centavos per liter. 
_ There is now some refining of Argentine crude in the interior. This in all probability 
is in part an outgrowth of uniform price. 


rg States Department of Commerce, Foreign Commerce Yearbook, 1937, p. 195. 
01a. 


*Ibid., p. 6. 
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be allowed was to be det 1 quarterly by the executive power on the 
basis of proposals by the F..° Furthermore, the YPF was to effect these 
importations and, after deducting the quantity which was considered neces- 
sary for its own needs, was to apportion the balance among the importing 
companies. The basis for the apportionment was “the producing or con- 
suming capacity, as the case may be, of such private companies as are in- 
scribed on the special register which will be opened for this purpose.”™ 
The decree further stated that the crude oil “will be distributed among the 
private companies who will agree with the YPF, after approval has been 
given by the executive power through the Ministry of Agriculture, regard- 
ing the general policy to be established relative to the form of trade and 
distribution (and control of same) of those petroleum products in which 
such private companies trad The next article said that ‘‘only such pri- 
vate companies as are willing to submit to the precepts established in the 
decree may be inscribed in the special register.’"** Thus the private com- 
panies were compelled to register if they wished to continue in operation, 
and then were very largely under the direct control of their competitor, 
the YPF, acting through the Ministry of Agriculture. 

Soon after the decree was promulgated, an advisory board was appointed 
under the YPF to put into effect the various decree provisions. A four- 
year agreement was prepared in which marketing quotas were established 
for all companies in the industry, including the YPF. Heavy penalties for 
violations of the agreement and for failure to observe the marketing quotas 
were also provided. The agreement was submitted to the private companies, 
and all, with the exception of the two large ones, Shell-Mex and the Stand- 
ard Oil Company, signed on September 29, 1936. These two companies, 
which, between them, controlled over half of the Argentine market, with- 
held their signatures on the ground that the agreement would not permit 
commercial operation ey also declared it to be their opinion that the 
enabling decree was unconstitutional. 

During the fall months, while prolonged negotiations were being cat- 
ried on between the YPF and the two large companies, there was no great 
change in the control o1 rations of the industry, but the pot was boiling 
over in other directions. On October 6, the municipal council of the city of 
Buenos Aires passed rdinance which granted to the YPF the right for 
exclusive sale of ga from July 1, 1937, on. This action was a stag: 
gering blow to the private companies, for sales in the federal capital are 
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scinded, after bitter attacks from a number of sources, among them the 
influential and well-informed La Prensa, but only after an agreement was 
signed by the companies. By some people the ordinance was considered 
only a threat to compel the companies to make an agreement. If such was 
the intent there can be little doubt that the move was an effective one, for 
it contributed in no small measure to the general uncertainty regarding 
future operations. 

Another event was the projected sale of Standard Oil Company proper- 
ties to the YPF. Evidently, soon after the July decree, conversations were 
started between the two parties which culminated in an optional purchase 
agreement signed on December 31, 1936.%* This agreement stated that 
authorization for purchase would have to be given by the Argentine Con- 
gress prior to January 31, 1937, or the agreement could be rescinded. 
Furthermore, it stated that the right to rescind would have to be exercised 
in ten days after failure to authorize or the agreement would remain in 
force for six months. As the special session of Congress, then convening, 
failed to authorize purchase, the Standard Oil Company rescinded the 
agreement, but not without leaving the door open for further negotiations."® 
The company stated that such an agreement could not be allowed to stand 
for six months as conditions affecting the issue could change materially in 
such a period. 

Since some marketing arrangement was necessary for Shell-Mex and the 
Standard Oil Company, which had refused to sign the agreement of Sep- 
tember 29, and since the sale of the latter to the YPF was still undecided, 
a temporary, or “standstill,” agreement was finally signed by the companies 
and the YPF, on December 19, 1936. This was but the forerunner of a 
longer agreement which was signed on June 28 to take effect on July 1, 
1937.1° It was to run for three and one-half years and be automatically ex- 
tended annually after December 31, 1940, the termination date, unless a 
termination notice was served by one of the parties six months in advance 
of expiration. As a result of this new agreement, both the sale of the Stand- 
ard Oil Company properties and the projected monopoly of the YPF in the 
federal district were effectively buried. Furthermore, the uncertainty re- 
garding future operations of the private companies was at an end, at least 
for an indeterminate period. 

The new agreement was a most comprehensive one, and, moreover, in 


“For details regarding this purchase agreement, see The Review of the River Plate, 
Buenos Aires, January 15, 1937, pp. 5, 6, 12-15, also January 29, 1937, pp. 16-18. 
“Whether the Standard Oil Company seriously looked forward to withdrawal is open 
to question. There was little likelihood that the price agreed upon between YPF and the 
Standard Oil Company would be considered reasonable by all factions or that the Argentine 
C ongs ess would act upon such an important matter within the time limit set. 
“The executive decree in regard to this agreement was published in Boletin de Informa- 


nes Petroleras, ato 14, num. 157, pp. 70-71. Other information on the agreement was 
secured tints private sources. 
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view of the general situation, a reasonably satisfactory one for the foreign 
companies. Basic quotas were established for the duration of the agree- 
ment assuming an annual consumption of 965,000,000 liters, of which 
300,000,000 liters were assumed to be the consumption of the federal dis- 
trict. Of this amount, the YPF and the other companies signing the agree- 
ment of September 29 were apportioned 63.3 per cent; Standard Oil 
Company and Shell-Mex were apportioned the balance, 36.7 per cent. In 
the interior, these two concerns were accorded 57.4 per cent of the total 
estimated consumptio f 665,000,000 liters. Whether this division of 
total volume in the federal district unduly favors the YPF, taking into ac- 
count the previous distribution of sales, cannot be ascertained. The private 
companies claim that it does. At least, it “freezes” the distribution for the 
life of the agreement and thus effectively prevents them from zm proving 
their position in the most profitable part of the national market. Further- 
more, increases in « imption, if there be such, are allotted to the YPF 
up to certain specified amounts. Increases above those amounts are to be 
shared by the other companies producing locally, if local production can 
take care of the quantities demanded, again up to certain specified amounts. 
The residual is allotted to the YPF, if it has supplies, and, if not, to the 
other producing companies, if they have supplies. If importations have to 
be made to meet the increased demand, then all companies, whether pro- 
ducing locally or not, share in proportion to their respective quotas. These 
provisions, likewise, effectively curb the private companies in their com- 
petition with the YPI 

Other important provisions are concerned with retail price, which the 
companies agree to maintain at the official level, with the establishment 
and maintenance of a special tribunal to administer the agreement, and 
with a system of surcharges to replace the heavy fines assessable under the 
preceding six-months’ agreement, in the event that quotas are exceeded. 
Heavy penalties are provided for acts considered by the tribunal to involve 
unfair practice, manipulation, or non-fulfillment of obligations. Further- 
more, by virtue of an important clause in the agreement, the private com- 
panies are protected against action such as that contemplated by the 
municipality of Buenos Aires in regard to a monopoly for YPF. 

Still more recent ts make it appear that Argentina has not com- 
pleted its control measures and organization for the petroleum industry. In 
December of 1937, the special committee, which was responsible for the 
1936 decree, brought forward a project of law for consideration by the 
government. In it, t! tional supply of petroleum and all properties con- 
nected with the suj ire declared to be of public utility and subject to 
expropriation. If this law were passed, a National Council of Petroleum 
would be created to have charge of everything relating to the policy of the 
state in matters concerning petroleum, in so far as a recognition of the 
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rights vested in the provinces would allow. No change in the mining law 
designed to give more control of petroleum deposits to the national gov- 
ernment, and thus less to the provinces, was suggested, although it was, 
no doubt, greatly desired by the committee members. In a statement which 
accompanied the proposed law, the committee said: 


If we had followed out our intimate thoughts we would have proposed a reform 
of article 373 of the mining code, transferring to the national government the 
ownership of all mines of fluid hydrocarbons, in order to assure the stability of one 
single directing policy in petroleum matters. However, we have preferred to evade 
the heated and thorny question regarding provincial sovereignty." 


Thus it is evident that even though the projected law is enacted, there will 
not be centered control and regulation of the industry. Moreover, the 
creation of a national council with broad powers, as proposed, might be 
advantageous to the private companies inasmuch as it would take over the 
supervisory administration at present exercised by the YPF in matters of 
sales quotas, prices, and importations, and, conceivably, be more friendly to 
private interests. 

Nevertheless, although the entity exercising control may change as a 
result of new legislation, and new controls may be devised, certainly those 
which are now in effect leave the private companies in an unenviable posi- 
tion. The reserve decrees forbid exploration in the most likely areas for 
discovery. Prices to the consumer are dictated by the government and are 
made uniform throughout the country. The quotas for importation and 
for sale are determined by the government. The former are allocated on a 
more or less arbitrary basis and the effect of the latter is to preserve the 
talus quo and refuse the right to compete actively in the hope of improving 
competitive position. Finally, the private companies have little independ- 
ence regarding the distribution methods to be used, and, in addition, con- 
trol over their actions is immediately vested in their direct competitor, the 
YPF, although final authority is in the Ministry of Agriculture. 

In view of their present position, which is the result of persistently 
expanding restrictions on independence in operation, the foreign oil com- 
panies have an uncertain future in Argentina. The government, by virtue 
of the reserve decrees, controls those areas which are most likely to yield 
new supplies. If such supplies are forthcoming through the efforts of the 
YPF, the power further to limit importations can be invoked, and if na- 
tional supplies can be made sufficient to cover national demand, those 
foreign companies which now depend entirely on importations will be out 
of the picture. The other foreign companies, which depend partly upon 
Argentine crude and partly upon importations, will find themselves serving 
a smaller portion of total national demand than formerly, unless they like- 


a Nacional del Petroleo,” Boletin de Informaciones Petroleras, aio 14, num. 
p. 82, 
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wise can increase their production of Argentine crude. This appears un- 
likely in view of the reserve decrees which hamper their exploratory opera- 
tions. If the sole decision regarding opportunities to be accorded the foreign 
companies for increasing their nationally produced supplies was in the 
hands of the national government, past decisions would furnish little hope 
of future concessions. But under the condition of states rights in subsoil 
deposits, anything may happen as is amply proven by the Salta incident 
previously noted. 

The crux of the whole situation, for the present at least, is the ability of 
the YPF to discover and exploit new deposits. Whether it can do so is 
problematical, particularly in view of the paucity of results from previous 
efforts, despite the protection afforded by the reserve decrees. La Prensa, in 
a severe criticism of the YPF, pointed out the fact that geological explora- 
tion work of a productive nature practically ceased for a decade after the 
reserve decrees appeared in 1924.'* Furthermore, there has been little real 
progress since, with the exception of the unexpectedly favorable results of 
the recent well-deepening activities in the Comodoro Rivadavia field. 
Nevertheless, the YPF is certainly intensely active in its efforts to discover 
new deposits and thus to increase the national output. In order to do 50, 
outside help is being generously recruited from the United States and prob- 
ably, likewise, from Europe. A North American of long experience in the 
petroleum industry has been appointed chief geologist, and the Seismo- 
gtaph Service Corporation of Tulsa has been retained for geophysical ex- 
ploration work. If the YPF is successful in increasing national output, the 
foreign oil companies which depend upon imported supplies, in all prob- 
ability, will gradually be excluded from the market. Standard Oil Company 
and Shell-Mex, which depend more upon local supplies, may be allowed 
to continue operations; but hope for expansion of operations within a grow: 
ing market will largely be denied by the reserve decrees and the terms of 
the agreement now i € 

Whether more stringent regulation and the promotion of direct com- 
petition through g nment organizations are in the nature of preliminary 
moves which eventually will be followed by expropriation, or by sale of 
properties and withdrawal under pressure, is open to question. Perhaps the 
emergence of definite agreements and the controls which they provide may 
pave the way for more harmonious relations between the government and 
the operating concerns, both government-owned and private. Furthermore, 
the fear of unrestrained competitive activity by the foreign companies maj 
in part be dispelled by the agreements. But the desire for such conditions 
should not lead to too great optimism. In view of the trend of events dur 
ing the past decade, eventual exclusion of the foreign oil companies from 

See “La Busqueda Racional del Petroleo,” editorial comment, La Prensa, Januaty 24, 
1933. This is a free t 
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Argentina, Chile, and Uruguay appears more likely. The motivation be- 
hind the action thus far taken against the companies remains largely un- 
impaired. Nationalistic fervor, anti-foreign capital sentiment on the part 
of influential groups, and doubt as to whether the foreign companies can 
be restrained from actions which are considered prejudicial to the national 
economy are still present. Add to these the determination of ANCAP in 
Uruguay, Copec in Chile, and particularly of YPF in Argentina, as organ- 
izations quite apart from their government connections, to attain a monopo- 
listic position through besting their foreign rivals, and the result may be the 
final step of expropriation or other manner of forced sale. 

Whether these countries would benefit from exclusion of the foreign 
oil companies and, particularly, whether Argentina’s avowed objective to 
become self-sufficient in petroleum ‘products would be furthered by the 
creation of a monopoly administered by the YPF, is open to serious ques- 
tion. Furthermore, this doubt is shared by many influential people in each 
country. Perhaps these countries in which there is a large measure of intel- 
ligent and articulate public opinion will decide that competition is needed, 
and that monopoly of the petroleum industry, even in the hands of a semi- 
autonomous government organization, will not be healthy for the national 
economy. 


D. M. PHELPS 
University of Michigan 
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THE ECONOMICS OF THE NATIONAL 
RESOURCES COMMITTEE 


National economi f 2 boards have been in operation since July, 1933. In order 
to understand the pc programs of these national planning boards it is necessary 
to inquire into the ideolog background of the economists engaged in the work of 
national economic plas Prominent among these economists are W. C. Mitchell and 
G. C. Means. The a nomists is to replace private regimentation of business 
with public regulation t id that ae mass gains may ensue. The National Re. 
sources Committee is « , vith the efficiency of our entire economic system, with social 
efficiency as opposed t und industrial efficiency. The type of national economic 
planning envisaged | ts of the National Resources Committee is codperative 
rather than regimentat details of planning left to those who are more directly 
associated with the a f the various types of economic activity. A planning 
board, if permanent lished, would have only an advisory capacity, its major task 
being the correlation of nning activities. Ultimate decisions as to planning aims and 
purposes, according f the National Resources Committee, would be left 


to the elected repr pl 


The United State many other nations, has within recent years turned 
to the consideration program of economic planning with the hope of 
eliminating many of t rious economic disturbances which have denied to 
the people that e ufficiency and security to which they properly 
claim title. In th h for economic security the federal government has 
had various planning boards or committees in continuous operation since 
1933 which have inced economic planning beyond its rudimentary 
stages. These plan boards have drawn the outlines of their major 
policies of economic planning; and, in addition, they have made considera- 
ble progress in p forward their fact-finding programs which are 
essential for the guic f any well-rounded system of national planning. 
It is now possible t ke an analysis of the type of economics which pro- 
vides the conceptual tools of those who are entrusted with the task of 
drawing up a program for the planning of the economic life of our nation. 
Our planners have | sht to their work not only the necessary qualifications 
of economic experts, but also a large number of preconceptions which may 
be said to constitute their frame of reference in the light of which they 
approach the whole problem of national economic planning. If we are to 
understand fully t proposals for the betterment of economic society, 
we must have a uate insight into the type of economics which condi- 
tions their planning efforts, immediate proposals, and ultimate aims. 


I 


Our present | \ational economic planning was initiated on July 20, 
1933, when the Federal pe ten Administrator of Public Works ap- 
pointed the Nati Planning Board, consisting of three members, to advise 
and assist him in the prep aration of a comprehensive public works pf 
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nent national planning program." In its report submitted to the President 
on June 24, 1934, the National Planning Board recommended the organiza- 
tion of a permanent continuous national planning agency. In line with this 
suggestion the President on June 30, 1934, established the National Re- 
sources Board which was to be the successor to the National Planning Board 
and the Committee on National Land Problems.? The new board with nine 
members was thus a consolidation of two previously existing agencies, and 
was prepared to continue and expand their activities. 

The National Resources Board was “‘to prepare and present to the Presi- 
dent a program and plan of procedure dealing with the physical, social, 
governmental, and economic aspects of public policies for the development 
and use of land, water, and other national resources and such related sub- 
jects as may from time to time be referred to the Board by the President.’’* 
Since both the National Planning Board and the National Resources Board 
had drawn their authority from the National Industrial Recovery act, it 
hecame necessary to make some new provision for economic planning when 
the Recovery act was declared unconstitutional in 1935. Under the authority 
of the Emergency Relief Appropriation act of 1935, the National Re- 
sources Board was replaced on June 15, 1935, by the National Resources 
Committee with the same membership and the same powers and duties.‘ 
Since that date, the National Resources Committee has been carrying on 
the work of continuous economic planning originally begun in July, 1933, 
by the National Planning Board of the Public Works Administration. The 
work of the National Resources Committee is divided among seven sub- 
committees which are concerned with matters relating to land, water, in- 
dustry, urbanism, population, science, and research. Of these sub-committees, 
the most important one for our purposes is the industrial sub-committee, 
whose task is the analysis of our industrial system and the development of 
a plan for its regulation and control. This industrial section has eleven 
members among whom are to be found such well known economists as 
Gardiner C. Means, Isador Lubin, Leon Henderson, Lauchlin Currie, Her- 
bert Feis, and Mordecai Ezekiel. 

The functions and duties of the National Resources Committee were very 
broadly described in the presidential executive order of June 7, 1935, which 


made provision for the establishment of the Committee. These functions 
and duties are as follows: 


‘The three members of the National Planning Board were F. A. Delano, C. E. Merriam, 
and W. C. Mitchell. 

“The membership of the Committee on National Land Problems had included the 
secretary of the Interior, the Secretary of War, the Secretary of Agriculture, the Secretary 
if Commerce, the Secretary of Labor, and the Federal Emergency Relief Administrator. 

* National Resources Committee, Progress Report, October, 1937, p. 1. 

“For a list of the members and changes in the membership of the Committee, consult 

'¢ annual progress reports of the National Resources Committee. 
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(a) To collect, prepare and make available to the President with recommenda. 
tions, such plans, data, and information as may be helpful to a planned develop. 
ment and use of land, water, and other natural resources, and such related subjects 
as may be referred to it by the President. 

(b) To consult and codperate with agencies of the federal government, with 
the states and municipalities or agencies thereof, and with any public or private 
planning or research agencies or institutions, in carrying out any of its duties and 
functions. 

(c) To receive and record all proposed federal projects involving the acquisi- 
tion of land (including transfer of land, jurisdiction) and land research projects, 
and in an advisory capacity to provide the agencies concerned with such informa. 
tion or data as may be pertinent to the projects. All executive agencies shall notify 
the National Resources Committee of such projects as they develop before major 
field activities are undertaken 


The Committee is thus given the duty of laying the foundation for an ex- 
tensive program of economic planning which will incorporate the planning 
activities of all other agencies now engaged in similar work. The hitherto 
sporadic planning efforts of local governments are now tied up with a con- 
tinuous federal planning program, and a basis is provided for that cen- 
tralization of planning activity which was so conspicuously absent in the 
early years of the Roosevelt Administration. 


II 


If we are to understand the analyses and recommendations of the Nz 
tional Resources Committee, it is essential that we have some insight into 
the economic ideas and theories of those members of the Committee and its 
working personnel who have been influential in the work of formulating 
the Committee’s policies and programs. We must look into the ideological 
background of the economists at work for the Committee; for in their selec- 
tion, analysis, and interpretation of economic facts these economists are 
necessarily guided by preéxisting thought structures or frames of reference 
which color their findings and recommendations. These economists are not 
mere data-chasers. They are men prepared to look at the facts in the light 
of whatever over-all points of view they may have developed during previous 
years of investigation and analysis of our economic system. 

While the economists of the National Resources Committee may differ in 

ng at a number of points, yet it is apparent that theit 
economic thought exhibits certain common aspects. As a general rule, they 
take a bird’s-eye view of the whole economy. They observe, examine, and 
synthesize the external and internal relations of all the parts which consti 
tute our economic system; and then they attempt to determine the drift of 
direction of this system. Having once determined the drift of our economic 
system, they feel they will then have an adequate basis for making intelligent 


* National Resou ittee, Progress Report, October, 1937, p. 1. 
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suggestions relating to the codrdination of the modern economy which has 
in their opinion lost its former power to function automatically and to adjust 
itself to developments from within and from without the system. They are 
thus concerned with an economic system ‘‘on the make,” with an emerging 
economic process which exhibits a number of tendencies not all of which are 
favorable to the augmentation of general human welfare. 

As a group, they have an approach which may be labelled “institutional,” 
since it is similar in its fundamentals to the type of approach to be found 
in the writings of economists such as T. Veblen, J. R. Commons, J. M. 
Clark, and W. Sombart. Besides the heavy strain of institutionalism running 
through their economic thought, we find that their work is deeply tinged 
with that instrumentalism which is so much a part of current American 
scientific thought. In view of their instrumentalistic bent, they may be called 
“experimental economists,’’ since they are vitally interested in the application 
of their theories of economic control to the modern economic scene. 
Throughout their work, there is a constant tendency not only to relate their 
thinking to the facts about them but also to suggest ways and means whereby 
the economic facts themselves may be altered to bring about new, and in 
their opinion, improved ways of getting a living. As prophets of economic 
control, they preach that economic change may be the source either of much 
common good or of widespread economic insecurity and insufficiency. 

As it is not possible in this connection to review all the thought structures 
of the economists associated with the National Resources Committee, we 
shall take the economic thought of W. C. Mitchell and G. C. Means as 
representative of the entire group.* Although it would be an error to at- 
tribute to these two men all the economic theorizing to be found in the 
various reports of the national planning boards, yet it is evident that the 
bulk of the economic theorizing of the National Resources Committee is 
along lines similar to the thought of these two economists. Wesley C. 
Mitchell was associated with the national planning program from its inaugu- 
ration by the Administrator of Public Works in July, 1933, up to his resig- 
nation from the National Resources Board on December 1, 1935. Gardiner 
C. Means has been a member and chairman of the industrial sub-committee 
of the National Resources Committee which has been assigned the task of 
investigating that portion of our economic system which is more exclusively 
the arena of private business enterprise. As we shall see, these men have 


*For an introduction to the type of work being done by these economists, one should 
consult the following: M. Ezekiel, $2,500 a Year, from Scarcity to Abundance, 1936; L. B. 
Curtie, The Supply and Control of Money in the United States, 2nd ed., 1935; A. A. Berle, 
Jr. and G. C. Means, The Modern Corporation and Private Property, 1935; C. F. Ware 
and G. C. Means, The Modern Economy in Action, 1936; 1. Lubin, The Absorption of 
the Unemployed by American Industry, Brookings Institution, vol. i, no. 3, July 1, 1929; 
and L, Henderson, Report on the Aluminum Industry, National Recovery Administration, 
Research and Planning Division, 1935. 
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been in a good position to lay the imprint of their economic doctrines upon 
the statements and reports of the national planning boards. 


Wesley C. Mitchell’s economic analysis has been marked by two very 
definite characteristics, the one a strong leaning toward a Veblenian in- 
terpretation of the economic process, and the other (in later years) a pro- 
nounced tendency to relate economic analysis to problems of economic con- 
trol and general welfare. The first tendency has been the more pronounced 
and has found expression to a greater degree; but hovering in the back- 
ground of much of his work have been problems of economic welfare and 
economic control. One could well imagine that Mitchell approached the 
work of the national planning boards with enthusiasm, for here was an 
excellent opportunity to apply his conceptual schemes on a grand scale. 

Mitchell’s primary concern ever since his student days at the University 
of Chicago has been with economic instability and abnormalcy, rather than 
with the smooth functioning of the economic system to be found in the 
writings of the more orthodox economists. In his study of economic instabil- 
ity he has adopted as a guiding principle Veblen’s dichotomous scheme in 
which business or pecuniary interests have dominated the industrial system 
much to the disadvantage, at times, of the public’s interests. In pursuing this 
line of thought in his pioneering business-cycle studies he came to the posi- 
tion where he doubted if our economic system had any tendency to estab- 
lish an economic equilibrium, or if it did, forces would soon be set in motion 


to destroy any equilibrium which might happen to have been achieved. 


One who turns from reading economic theory to reading business history is 
forcibly impressed by the artificiality of all assumptions of a “static” or even a 
“normal” condition in economic affairs. . .. On the contrary, in the real world of 
business, affairs are always undergoing a cumulative change, always passing 
through some phase of a business cycle into some other phase. . . . In fact, if 
not in theory, a state of change in business conditions is the only ‘‘normal” state.’ 


As we shall see when we come to an analysis of the reports of the national 
planning committees, this conclusion of Mitchell’s has become one of the 
most fundamental points of departure for their whole analysis. 

In developing this theory of business enterprise Mitchell points to a sec- 
ond conclusion which has become a part of the conceptual schemes tu be 
found in the reports of the National Resources Committee. As will b 
pointed out later, much use is made of Mitchell’s conclusion that modem 
industry is characterized by a high degree of internal planning accompanied 
by a very wasteful lack of codrdination between enterprises. In his Business 
Cycles: The Problem and Its Setting (1927), Mitchell had called attention 
to the fact that: 


™W.C. Mitchell, Busix Cycles, Memoirs of the University of California, vol. 3, 1913, 
p. 86. 
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Codrdination within an enterprise is the result of careful planning by experts; 
codrdination among independent enterprises cannot be said to be planned at all; 
rather is it the unplanned result of natural selection in a struggle for business 
survival... . As a result of these conditions, codrdination within an enterprise is 
characterized by economy of effort; codrdination among independent enterprises 
by waste.® 

In the hands of the National Resources Committee this idea becomes the 
basis for a whole scheme of economic planning designed to combine private 
internal codrdination with governmentally controlled external codrdination 
to eliminate the wastes of the “struggle for business survival.” 

But Mitchell has done more than bring a vital Veblenian outlook to the 
work of the National Resources Committee; for he has pursued his investiga- 
tions of the economic order with a strong instrumentalistic bent which is 
quite alien to much of Veblen’s work. As one commentator has said of 
Mitchell in discussing his intellectual debt to Veblen: ‘‘All the constructive 
work remained to be done; and most of the tools for it were yet to be 
invented . . .he [ Mitchell] is important in the history of economics because 
he is a bridge from classicism to instrumentalism.’’® Mitchell owes much to 
Veblen’s fruitful intuition, but as an experimental economist, his methods 
are his own. Furthermore, his experimentalism gave him a very healthy re- 
gard for the facts of our economic situation which served him well in the 
task of inaugurating our national economic planning project in 1933, and 
of guiding it during the early years of its existence. 


The other economist who lays claim to our special attention, Gardiner C. 
Means, has much in common with Wesley C. Mitchell; but he has the 
distinction of having developed in his writings a more comprehensive view 
of the functioning of our modern economy. As has been pointed out by 
Mitchell’s critics, he has not gone much beyond the conceptual schemes of 
Veblen. Rather has he been more concerned with one particular section of 
our economy, the money economy, where are to be observed uniformities of 
group behavior measurable in price. Mitchell’s abiding concern with statisti- 
cal method and statistical investigations has given his economic analysis a 
bias which seems to have directed his energies away from the development 
of economic generalizations which would fit into some still larger frame- 
work of reference or interpretation.1° The case is somewhat different with 
Gardiner C. Means, for his economic analysis is permeated with a breadth 


_*W.C. Mitchell, Business Cycles: The Problem and Its Setting, National Bureau of 
Economic Research, Inc., 1927, p. 172. 

"R. G. Tugwell, “Wesley Mitchell: An Evaluation,” The New Republic, October 6, 1937, 
pp. 239-40. 

~ “Such bias as Mitchell displays in an exaggerated view of the place of quantitative 
analysis in economic investigation and of the institutional importance of the money economy 
in shaping economic activity may reasonably be explained in terms of a lifetime's preoccu- 
pation.” P. T. Homan, Contemporary Economic Thought, 1928, p. 429. 
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of view which has led him to give less attention to purely monetaty factors 
and more to the industrial structure underlying our money economy. 

The economy with which Means is concerned is one which is centered 
upon a concentration of productive power and a high degree of inflexibility 
of prices instead of small-scale industry and flexible prices. He thus te 
verses the traditional position of the orthodox economists and incorporates in 
his conceptual scheme precisely those elements which the orthodox econo- 
mists have tended to ignore; and, in addition, what were aberrations to the 
neo-classicists constitute the norm in Means’s conceptual scheme. In his own 
words, ‘Earlier economists have abstracted from inflexible prices and shown 
how an economy in which all prices ate perfectly flexible would work. No 
one that I know of has assumed a high degree of inflexibility in prices and 
shown how such an economy might work.”"* This conception of our 
economy which is built about inflexible prices and a high degree of con- 
centration of industry, Means divides into four parts—namely, government, 
the big corporations, medium and small business, and farming. In this 
economy the huge corporations occupy so dominant a position (Means makes 
a rough estimate, on the basis of economic resources controlled and business 
done, of forty per cent of the economy) that collective action in control of 
individual action becomes the most significant type of economic behavior, 
and, while competition is still to be found dominant in a few activities, it 
no longer dominates and directs the general functioning of the economic 
order. We have not the necessary space to consider in detail the modus 
operandi of this dominantly collectivistic economy; but it may be pointed 
out that whereas the economy of the neo-classicists was supposed to gravitate 
toward some sort of equilibrium in which optimum production would be 
achieved, the new inflexible price economy is considered by Means to have 
an inherent tendency, when left uncontrolled, to deviate from an equilibrium 
or condition of optimum production.** And as a result we never have a full- 
time functioning of industry, or a full use of our resources. Our immediate 
problem, in Means’s opinion, becomes one of discovering how to secure a 
smooth functioning of the inflexible price system of large-scale corporate 
enterprise alongside of the flexible price system of small-scale enterprise 
such as agriculture. 


Ill 


So much for the ideological background of the National Resources Com- 
mittee. What about its concrete proposals? What sort of economic plan is tt 


“G. C. Means, “Business Combinations and Agriculture,” Journal of Farm Economic, 
February, 1938, p. 56. For analysis along these lines see C. F. Ware and G. C. Means, The 
Modern Economy in Action, 1936 

2 “Instead of an economy always tending toward optimum production as would a flexible 
price economy, an inflexible price economy would be expected always to tend to depatt 
from optimum production if by any chance it gets close to that desirable state.” G. C. Means, 
op. cit., p. 56. 
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devising? A fundamental problem in this connection is the determination 
of the extent to which our economic life shall be planned. Shall planning be 
carried as far as it is carried in Russia, which provides us with as close an 
example of the complete planning of economic life as can be found; or 
shall we stop at some intermediate point between “‘no plan” and “‘all plan’’? 
The national planners are careful to point out that it is not a question of 
moving from a system of free enterprise to one of complete regimentation, 
but rather it is a question of substituting public regulation for private 
regimentation. In the final report of the National Planning Board of Au- 
gust 1, 1934, attention is called to the fact that our so-called laissez-faire 
system of the nineteenth century has given rise to a large amount of private 
regimentation for the protection of special interests. The individual busi- 
nessman is frequently regimented ruthlessly by large corporations which are 
able to dictate the price and production policies of their minor competitors. 
Likewise, the laborers and consumers feel the full force of this dictatorial 
corporate power. In the words of the National Planning Board, ‘This con- 
stitutes private regimentation, often of an oppressive character, unless the 
community sense of social justice brings about governmental defense against 
tyrannical exercise of private power.’’? 

There is no intent on the part of the planners to suggest the adoption of 
a centralized system of planning which would reach deepty into all lines of 
economic activity. All that is proposed is that a new set of rules should be 
adopted to replace the rules we now have. We have always had a set of 
tules, say the planners, in accordance with which businessmen have oper- 
ated; but this set of rules has been found to be defective. In some ways the 
old rules of the game have not been fair enough for the masses; and, as a 
consequence, the rules favored the few at the expense of the many. Further- 
more, the old set of rules does not now encourage the exercise of personal 
initiative, or give that freedom of enterprise which was so cherished by 
nineteenth century liberalism. “Private initiative always presupposes the 
existence of a planned system of public order within which it may operate; 
a set of rules under which the game is to be played. If such rules do not 
exist, or are not enforced, or are inadequate to meet the changing situation, 
new rules are demanded, new systems of control are insistently urged.”’™* 
When the planners propose the substitution of public regulation for 
private regimentation, they assume that nothing more than the rules are 
to be determined by public authority. After the rules have been established, 
it is to be expected that businessmen, laborers, farmers, and consumers will 
play the game in accordance with the established rules. Government will 
then merely assume the rdle of an umpire whose duty it is to see that the 
ules are faithfully observed by all parties. 


“National Planning Board, Final Report, 1933-34, p. 30. 
[bid., p. 31. 
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In this type of planning it is important to control only certain “strategic 
points” which vitally affect the smooth functioning of the entire economic 
system.*® It is felt by the planners tliat a constant watch of these control 
points, as economic situations change, would enable the country to avoid 
many of the economic evils with which our population has in recent years 
been visited. The essence of successful planning in the minds cf the econ- 
omists of the national planning board is to be prepared to find these 
strategic control points soon enough so as to protect our society from the 
numerous economic difficulties which have accompanied private planning 
of business enterprise. Some of the strategic control points which have 
become the subject of discussion within recent times, and which, in the 
opinion of the National Resources Committee, require the early application 
of our planning om acities if we are to secure an adequate standard of living 
for the bulk of on ay ve lation, are the following: the elimination of un- 
employment, security for the investor, control of the banking and financial 
structure of the nation, regulation of public utilities, elimination of unfair 
trade practices, conservation of natural resources, prevention of floods, pro- 
per land utilization, and analysis of the effects of population changes. 

Whatever central planning board is established, its functions would be 
only of the nature of “staff” functions, involving investigation and plan- 
ning, in contradistinction to the “‘line’’ functions of direct administration 
which would be left to the organizations set up within the various groups 
and industries to take care of the details of the planning program."* It 1s 
conceded by the National Resources Committee that the groups at work 
within industries are in many cases better prepared than would be any 
national economic board to cope with the many details involved in economic 
planning. However, when it becomes a matter of correlating the activities 
of our economy to the end that the many diverse aspects of planning should 
form a harmonio hole, some national planning agency with an ade 
quate over-all point of view must be prepared to determine the necessary 
policies and programs of action. This was the type of agency the planners 
had in mind when in 1934 they recommended the setting up of a permanent 
national planning board with five members to be appointed by the Presi- 
dent.” The functions of this board would be threefold: informational and 
educational, coladicatins and advisory, and initiatory. Being detached from 
any political power and administrative responsibility, the Board would be 
in a position “‘to review the trend of national measures more carefully and 
more comprehensively than is possible by those with less leisure for <A 
quiry and analysis, and more urgently pressed by insistent circumstances.”™ 

Ibid., p. 31 

* This type of ec planning has been analyzed at some length by J. M. Clark. A 
brief outline of his suggest is to be found in “Long-Range Planning for the Regulariz 
tion of Industry,” The N Republic, January 13, 1932, part 2. 


17 National Planning |] Final Report, 1933-34, p. 37. 
Ibid., pp. 37-38 
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No responsibility for the making of final decisions with relation to broad 
questions of national policy would be given to the Board; for such decisions 
would be left to the elected representatives of the people who alone are 
in a position to give economic planning a democratic basis. 


IV 


We may now pass on to a consideration of the goals to be achieved by 
the type of economic planning analyzed in the preceding sections. An 
analysis of the goals of national economic planning necessarily carries us 
into the realm of human ends and purposes where we come upon questions 
of what it is that we should like to have our economic system do for us. 
Economic ends and aims, however, are but a part of a larger pattern of 
human purposes. Men live for certain larger purposes in the attainment of 
which economic ends are but means. What these larger social ends of a 
pecple will be, will vary from generation to generation. In some eras, 
religious ends or aims have been dominant; in other eras, political ends, 
such as nation-building, have been uppermost in the minds of the people 
or their leaders. It is the peculiar quality of the present age that our larger 
social aims are heavily weighted with economic considerations. It seems 
that the twentieth century will be called upon to settle the “‘economic issue” 
as other ages have settled, at least in some workable fashion, the religious 
and political issues. This being the case, the economists of the National 
Resources Committee have stressed the goal of economic planning as the 
settling of the “economic issue.” This issue or problem is one of providing 
the masses with enough of the benefits produced by our economic system 
so that they may be economically secure and enjoy economic sufficiency. 

The economists of the National Resources Committee have drifted away 
from notions of economic freedom and security which were more current in 
the nineteenth century. In the past century economic freedom was taken 
to mean the absence of restraint upon personal activity. Thus, in Alfred 
Marshall's opinion, economic freedom was equivalent to “deliberate and 
free choice” of any one of a number of alternative courses of action.’® It 
was assumed that if this absence of restraint were in effect, then the achieve- 
ment of economic security would automatically follow in a competitive 
system. Also, it was believed that this absence of restraint would in the 
long run result in a man’s securing employment, decent working conditions, 
and an adequate remuneration. For most people there was no question of 
not finding employment, and the only problem was whether or not the 
laborer got what he deserved for his work. In the words of J. S. Mill, 
“Insecurity of person and property is as much as to say uncertainty of the 
connection between all human exertion or sacrifice and the attainment of 
the ends for the sake of which they are undergone.”*° Although these no- 


A Marshall, Principles of Economics, 8th ed., 1927, p. 10. 
J. S. Mill, Principles of Political Economy, Book V, chapter 8, section i. 
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tions of economic freedom and security had some appropriateness in an a 
of small-scale, competitive enterprise, they have come to have less validity 
under the impact of the economic changes which have taken place since 
1880. Alterations in the structure of our economic system appear to call for 
alterations in the meanings which we read into such terms as “economic 
freedom’”’ and ‘“‘economic security.” As the area within which freedom of 
the individual to choose between a number of alternatives is restricted, so 
also is there a tendency for the individual’s economic security to diminish. 
As the bargaining power of the individual diminishes, and economic author- 
ity becomes concentrated in the hands of a few, there is no longer any 
guaranty that the indivadual will have economic security. Those in authority 
may or may not provide employment for the individual; and, if they do 
provide work, they may or may not reward the individual adequately. 

For the economists of the National Resources Committee economic free- 
dom is not a question of the absence of restraint upon individual activities, 
but instead it is a problem of collective restraint and direction imposed 
upon individuals and groups to the end that individual security may be 
achieved. Economic freedom today appears to have a collective basis which 
distinguishes it in its fundamentals from the individualistic economic free- 
dom of the nineteenth century. The emphasis has shifted from individual 
choice among a number of alternatives to group choice of the direction of 
the whole economic system, but in both cases there is a similar aim—namely, 
the provision of economic sufficiency and security for the individual. If 


collective restraints and guidance in the form of economic planning are 
necessary to give the individual employment and a health-and-decency stan- 
dard of living, the individual would still enjoy freedom in the sense that 
he would choose the public representatives who would determine the broad 


policies which would provide the outlines for a program of economic 
planning. For the economists of the National Resources Committee the con- 
cept of economic freedom thus becomes a concept stressing collective action 
and its relation to individual security as opposed to the individualistic con- 
cept of the nineteenth century which laid emphasis upon individual action 
and its relation to personal sec urity. As they would put it, “Liberty in any 
social system must be read in its necessary relation to the common welfare, 
for liberty which does not bring common welfare and social justice loses 
its very soul,”’?* 

t of economic security for the majority of our citizens 
the National Resources Committee is prepared to push its attack on three 
fronts. The three immediate problems before the Committee are: first 
how to produce 1 coods and services; second, how to produce better 
and more satisfying goods and services; and, third, how to distribute mort 
satisfactorily this supply of goods and services once it is obtained. It is the 


* National Pla: Final Report, 1933-34, p. 33. 
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assertion of these economists that the profit-making activities of the business 
system upset the proper functioning of the economic system in such a 
fashion that these three ends are far from being achieved. 

The first goal of the planning project, how to produce more goods and 
services, involves attempts to measure the productive capacity of the nation. 
This is the object of the survey of the industrial structure now being con- 
ducted by the industrial sub-committee of the National Resources Commit- 
tee.*? But, besides the production patterns of the nation, the Committee 
is vitally interested in the consumption patterns of the people for the 
purpose of determining their consumption habits and needs. The analysis 
of consumption patterns calls attention to the inequalities of distribution 
which accompany our business system, and points to the need for some 
reconstruction of these consumption patterns.** As the National Resources 
Committee has expressed this matter, ““Where a few have money enough 
to gratify almost any whim and where many cannot buy things required 
to maintain their efficiency or to give proper training to their children, it 
can hardly be argued that the goods which pay best are the goods most 
needed.’’** 

There is the underlying assumption that industry is not now turning out 
all the goods and services that it might produce and that there is no adequate 
guaranty that future changes looking to improvement in the ability to turn 
out goods will necessarily be put into practice. The assumptions of econ- 
omists of the tradition of J. B. Clark, according to whom market prices 
are presumed to express social values which are the result of an adjustment 
by which society achieves a maximum of social utility at a minimum of 
social cost, are not to be found in the reports of the economists of the 
national planning committee. On the contrary, these economists hold to 
the directly opposite position—namely, that the pricing process does not 
guarantee maximum social utility at a minimum cost of social labor. They 


m believe that, if we are to make a proper beginning of the task of planning 


our economic life, it is essential that the interrelations of consumer demand 
and productive capacity be thoroughly scrutinized. “If we can determine 
what these people need, and what our factories can produce to meet the 
need, we will at least have the facts concerning our American standard 
of living.’’*5 

As soon as the National Resources Committee turns to the problem of 
the economic needs of our population, it has left the area of industrial or 
business efficiency and entered the uncharted area of social efficiency.” 

* National Resources Committee, Progress Report, 1937, p. 13. 

See the recently published report of the National Resources Committee entitled 


Consumer Incomes in the United States, August, 1938. 


* National Resources Board, December 1, 1934, p. 81. 

~ National Resources Committee, Progress Report, 1937, p. 13. 

“For an extended discussion of social efficiency, see J. M. Clark’s essay on “Economics 
and Modern Psychology,” Jour. of Pol. Econ., vol. 26, 1918, pp. 1-30, 136-166. 
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Efficiency of our ec yee to the businessman means the maximization of 
value product to the end that profits may be maximized; and to the indus- 
trial engineer the term efficiency brings up the idea of maximum output 
which may be secured from a machine or producing unit. With respect to 
this industrial efficiency it may be pointed out that there are certain definite 
standards of output which may be exactly determined by various engineering 
devices. It is then possible to determine to what extent a plant or factory 
is falling short of the possible maximum output. When, however, we come 
to the question of social efficiency there is nothing so definite to be found. 
This social efficiency which is the concern of the National Resources Com- 
mittee is the efficiency of the whole economic system for general human 
purposes which is quite different from the efficiency of a single industrial 
unit. It is no longer merely a question of the maximization of output. No 
longer will the more or less exact engineering and accounting devices en- 
able us to set up standards by means of which social efficiency may be 
determined. Not only must the National Resources Committee consider 


problems of output, but also it must look into such questions as what kinds 
of goods shall be produced, the effect of the economic system upon all 
non-economic aspects of our national life, the relations between personal 
liberties and the economic system, and the effect of technological changes 
upon consumption habits and modes of living. The ultimate tests, therefore, 
of the efficiency of our economy are not economic but social. Economic 
planning in the opinion of the national planning committee rests ultimately 
upon “‘the values to which the nation is devoted. . . . Naturally, the notion 
of what justice is, or what liberty is, varies under varying conditions, as 
our experience shows, but the general goal is clear.”’** Although the areas 
of social welfare are far from being plainly demarcated, nevertheless, the 
National Resources Committee feels that some movement forward would 


be accomplished if provision were made through economic planning for 
adequate employment, satisfactory living levels, abundant technological 


progress, and something more of justice in economic affairs. 
V 

In the reports of the economists of the National Resources Committee 
we find there is an earnest desire always to seek that objectivity which i 
so characteristic of the pragmatic leanings of many of our American econo 
mists. There is no satisfaction with present known evils, nor any such nee¢: 
less fear of unknown future evils as is exhibited by the more conservative 
elements of our pop a ion. And yet, at the same time, there is a cautiousnes 
which precludes any ypt to reach the City of God overnight. The eco 
omists of the Nati oe i, ahaa Committee wish to avoid not only the 

* National Plans 3oard, Final Report, 1933-34, p. 33. As R. G. Tugwell has expressed 
it, “What is of value to the human spirit lies somewhere beyond the limits of a scheme 10" 


achieving generally gre ncomes.”” See his The Industrial Discipline, 1933, p. 217. 
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evils of a planless economic anarchy but also the evils that would be asso- 
ciated with an over-regimented totalitarian state. ‘'The National Resources 
Committee is concerned with a kind of planning which is a peculiarly 
American custom, based on an enthusiastic belief in the ability of a demo- 
cracy to utilize intelligence. . . . If we are wise, we look before we leap.”’** 
With these aims of the Committee many people will doubtlessly agree. The 
point at which disagreement will probably appear is where the question of 
the methods and means to be employed to secure these aims comes up. 
Unfortunately, means have a peculiar way of preponderating over ends, and 
consequently the greatest danger associated with economic planning is that 
undemocratic methods and means may destroy our democratically conceived 
ends and aims. Those who look with much doubt upon the efficacy of pro- 
posals to inject a large amount of planning into our economic life fear that 
undemocratic means may bring, contrary to our expectations, undesirable 
ends such as over-regimentation and the loss of personal liberties, as seems 
to have been the case with economic planning in a number of European 
countries. As there is this great danger connected with proposals to plan 
our economic life, we should be extremely cautious about giving up what- 
ever liberties we now possess. Thus far, this appears to be the point of view 


of those responsible for the policies and programs of the National Resources 
Committee. 


ALLAN G. GRUCHY 
University of Maryland 


* National Resources Committee, Progress Report, October, 1937, p. 2. 
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BLOCKED COMMERCIAL BALANCES IN AMERICAN 
FOREIGN POLICY 


American commercial balances have been subject to blockage under foreign exchange 
controls in more than a score of countries since 1929. Many foreign governments have fol- 
lowed policies of rendering positive assistance to their private interests in the settlement of 
such claims chiefly by means of bilateral clearing, payments and compensation arrangements, 
Such intervention has depended largely upon the circumstances of bilateral commercial and 
financial bargaining power. The United States government has adhered to an opposite policy 
of refraining from acting as collection agent of private international claims. The tangible 
results of its intervention in the 1936 settlement of commercial balances blocked in Brazil 
reflect the adoption of especially vigorous action within the limits of traditional policy 
rather than a major modification of policy. The disturbing record of American commercial 
indebtedness subject to foreign exchange restrictions does not justify the reversal or im. 
pairment of present American policy in regard to commercial debt collection and govern- 
mental financial assistance to such commercial creditors. The statistical position of the 
United States in world trade and finance supports this conclusion. 

I 


Since 1929 American commercial interests have had to contend with the 
blockage of substantial credits under foreign exchange controls in more 
than a score of countries. The nature of American governmental action 
in behalf of private commercial creditors has varied in degree and detail 
from one case to another partly as a result of differences in the technical 
character of the restrictions. More interesting and significant have been 
the Government’s activities somewhat beyond the scope of its customary 
inclinations prompted by special considerations of policy. Inasmuch as the 
Brazilian episode during the years 1933-37 reflects the latter state of af: 
fairs more than other instances, it is centered for detailed study. For pur- 
poses of contrast the case of Argentina is also considered in detail. 


II 


American governmental policy regards the liquidation of commercial 
indebtedness as primarily a matter for private solution by negotiation be 
tween the American creditors and the appropriate authorities in the for- 
eign country instituting the restrictions.? Its good offices are extended in 


*The adjective locked is used broadly to describe both the situation of substantial 


delay in providing foreign exchange for matured drafts and the case of actual freezing of 
the amount due in a special account subject to restricted use by the creditor. American 
commercial accounts in this class have existed in the following countries: Argentina, Brazil, 
Chile, Uruguay, Colombia, Bolivia, Ecuador, Paraguay, Nicaragua, Costa Rica, Germany, 
Spain, Austria, Hungary, Italy, Czechoslovakia, Roumania, Yugoslavia, Bulgaria, Greece, 
Turkey, Esthonia, Latvia, and Japan (the last beginning in 1937). 

* This conception of American governmental relationship to matters of private inter- 
national debt collection is reflected in the status of the Foreign Bondholders Protective 
Council, Inc. Although the Council was established in 1933 under governmental auspices, 
it functions in a purely private representative capacity principally for holders of defaulted 
long-term dollar obligations of foreign governments. Cf. Securities and Exchange Com- 
mission, Report on Protective Committees and Agencies for Holders of Defaulted Foreign 
Governmental Bonds, May, 1937, especially pp. 62-70. 
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behalf of the American claimants with a view to facilitating settlements, 
but responsibility for the execution of commercial creditors’ claims and 
for the results of any settlement that may be consummated is avoided. 
Governmental intercession in this sense is subject to the exceptions that 
positive support is advanced in behalf of the private interests in cases of 
adversely discriminatory treatment of American claims as against those 
of other nationalities and in order to discourage unilateral settlements of 
claims involving material sacrifice of legitimate rights of American credi- 
tors. This general course of policy in regard to blocked commercial balances 
reflects the established principle under which the Government declines to 
function as collection agent of private long and short-term investment 
and commercial creditors’ claims, and intercedes as a matter of principle 
only for purposes of preserving elemental rights of citizens against dis- 
crimination or other unreasonable and arbitrary treatment by foreign gov- 
ernmental authorities. 

American commercial policy includes a corollary of the foregoing gen- 
eral position. Liquidation of commercial or other indebtedness created by 
exchange restrictions or other governmental actions has in general been 
excluded from the consideration entering into trade agreements.’ This 
policy is governed in part by the purpose of reserving the strongest pos- 
sible inducements for bargaining in behalf of current as distinguished 
from past commodity trade.* The fact that the United States imposes no 
quantitative foreign exchange restrictions is held out in principle as the 
appropriate compensation for non-discriminatory exchange treatment of 
American commerce by foreign countries. Apart from the trade agreement 
policy, this Government has abstained from imposing penalties or special 
restrictions upon the commerce or other interests of countries in which pay- 
ments to American nationals are subject to restriction. This includes the 
avoidance of inter-governmental arrangements under which the foreign 
government is committed to accord preferences in exchange allocations to 
claimants of American nationality. Arrangements also are avoided that in- 
volve the special allocation of proceeds from particular international ac- 
counts for purposes of liquidating foreign exchange claims arising from 
other accounts.® Foreign trade creditors are therefore unable to obtain the 


* The Brazilian trade agreement appears to be an exception inasmuch as there is attached 
thereto as an integral part of the agreement a declaration by the Brazilian Government of 
its intentions with regard to commercial and financial payments to the United States. 

*The Reciprocal Trade Agreements act of 1934 authorizes concessions for the specific 
purpose of facilitating the interchange of goods. Although this statute and related legal 
bases of American policy have not constructed a scale of priorities, governmental policy has 
manifested a marked preference for current trade over blocked commercial indebtedness and 
financial interests, and also has tended to accord commercial creditors a degree of support 
Superior to that advanced in behalf of investment and other financial creditors. 

; *The principle of unconditional most-favored-nation treatment is applied to all forms 
of trade and foreign exchange control with the result that the maximum demand upon the 
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assistance or sanction of the American Government in seeking interna- 
tionally preferential arrangements with foreign authorities, and the 
achievement even of non-discriminatory treatment is often hampered by 
the foreign government's practical immunity from American retaliatory ac- 


tion. 
Ill 


The policies of most European governments exhibit aggressive attention 
to immediate opportunities for effective settlement of commercial indebted- 
ness arising from foreign exchange restrictions. Their sharp contrast with 
American policy reflects the generally more favorable position of these 
governments in regard to trade bargaining,® and also the much more inti- 
mate association of the welfare of private international creditors with state 
responsibilities. Thus both long and short-term private debt settlement 
questions are frequent subjects of inter-governmental arrangements linked 
with trade considerations. 

Most governmental initiatives figuring in these policies have taken the 
form of bilateral clearing, payments and compensation arrangements as- 
sociated in some instances with other actions of a retaliatory or penalty 
character. The vast web of such arrangements that has spread over inter- 
national payments since the early thirties owes a major part of its. inspira- 
tion to the accumulation of untransferable short-term balances, particv- 
larly in the capital-importing countries of eastern Europe, Germany and 
Latin America. In many instances it is difficult to detect with assurance 
whether the measures reflect the initiative of the debtor country, desirous 
of preventing further accumulations, or of the creditor country, designing 
to collect its debts. Germany's early clearing agreements were for the most 
part the result of German determination to reduce substantial blocked ac- 
counts in southeastern Europe. Under Nazi policy, however, they were 
incorporated into a comprehensive scheme of trade and financial manipv- 
lation in which debt collection became essentially an incident of bilateralism. 

Special interest attaches to countries such as Great Britain, France, the 
Netherlands, and some others in which the general bias of national polic 
is in opposition to bilateralistic schemes. Although quantitative trade and 
exchange controls are extensively employed by some of these countries 
the basis of policy is akin to that of the United States, of permitting a wide 
range of free movement for multilateral adjustments of international ac 
counts. And it is in these countries that the motive of debt collection, in 
contrast to American policy, has found significant expression in clearing 


foreign government is for treatment of American interests no less favorable than that %- 
corded to nationals of any other country. 

* And the disposition of some of these governments to adopt bilateral policies towar! 
some countries and broader policies toward others, notwithstanding the resulting complic- 
tions in their commercial bargaining, as in the case of Great Britain. 
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and related measures. Trade control purposes are often intermixed but can 
in specific instances at least be rated as secondary.’ 


IV 
Argentina, 1933 


The settlements of American frozen claims on Argentina and Brazil in 
1933 and Brazil again in 1936 are the only cases in which liquidation of 
such indebtedness has been arranged on a systematic basis by agreement 
between debtor and creditor interests. The three accords had many features 
in common but the American Government’s relations to the 1936 settle- 
ment with Brazil were unique in some important respects. 

The Argentine frozen credit situation in 1933 was dominated by the 
shift of Argentine policy to a frankly bilateralistic basis beginning with the 
Anglo-Argentine commercial accord signed on May 1, 1933. This agree- 
ment (1) reserved out of the sterling exchange arising from the sale of 
Argentine products in the United Kingdom in 1933 the sterling equiva- 
lent of 12 million paper pesos for spot payment of claims awaiting pay- 
ment on May 1, 1933, not in excess of a sum to be determined later; and 
(2) provided for the funding of other peso balances awaiting exchange 
for remittance to the United Kingdom on this date into twenty-year, four 
per cent sterling bonds of the Argentine Government.*® 

The funding was completed in October, 1933, by the issuance of sterling 
twenty-year bonds in the amount of £13,526,335 (171,581,423 paper 
pesos)® to be retired through a cumulative sinking fund beginning the 
sixth year. Shortly afterwards a supplementary sterling loan on the same 
terms to cover accounts blocked prior to January 1, 1934, was issued in 
the amount of 16,854,000 paper pesos. Independent of the funding ar- 
rangements with the Argentine Government, a trust was established to 
invest in the bonds which made it possible for the creditors to realize 
20 per cent of their claims in cash and the remaining 80 per cent over a 


"The clearing and payments agreements concluded by the United Kingdom during the 
years 1933 to 1936 with Argentina, Germany, Italy, Turkey, Roumania, Uruguay, Spain, 
and a few other countries, for example, had among their major functions the collection of 
commercial indebtedness. For example, the arrangement with Italy in November, 1936, 
set aside 70 per cent of the sterling proceeds of italian exports to the United Kingdom 
for current trade remittances, 27 per cent for commercial arrears, and 3 per cent for 
financial and other debts, By and large the continental countries have been considerably 
more aggressive and restrictive in their resort to such devices than Great Britain. 

‘Convention between the Government of the United Kingdom and the Govern- 
ment of the Argentine Republic relating to trade and commerce, with protocol, May 1, 
i933. Rates of conversion and other conditions of the bonds were subject to separate 
agreement between the Argentine Government and representatives of the creditors. 

"About 50 per cent of this total represented earnings of British-owned public 
utilities, 40 per cent the proceeds of merchandise exports, and 10 per cent the receipts 
of the Insurance Investment Trust and other similar organizations. House of Commons, 
May 10, 1933, remarks by Mr. Runciman. 
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period of eighteen years. Bonds in the amount of £7,156,000 were tendered 
by the creditors. 

The provisions of the Roca agreement regarding liquidation of blocked 
balances evidently were not considered to afford grounds for protest by 
the Government of the United States.1° The attitude and relation of the 
American Government to the proceedings are summed up in the following 
remarks of Secretary Hull: 


. . . The correspondent then said that he was under the impression that this 
was purely a matter for American financial houses and that the Department 
of State was not likely to take any action on it. The Secretary in reply agreed 
that it was a private affair. . However, the State Department has not been 
requested to give any advice or suggestions. The correspondent then said that he 
wondered whether the Argentine Government had notified the Department of 
State of its willingness to make such an arrangement with American financial 
concerns. Mr. Hull replied in the negative and added that there was no particular 
occasion for the Government of Argentina to notify our Government thereof 
as it is a matter between individual creditors on our side and apparently the 
Government of Argentina itself on the other. The correspondent then asked if 
this subject was discussed during the recent conversations here with the repre- 
sentative of Argentina in connection with the reciprocal trade — negotia- 
tions. The correspondent added that this question formed a part of the Anglo- 
Argentine commercial treaty. Mr. Hull in reply said that the subject was really 
not one to form a part of a commercial treaty but that naturally it would be 
important to know before any treaty is executed just what the fixed policy will 
be with respect to transfers and blocked accounts. 


The arrangements for American accounts were concluded early in 
November by agreement between the Council on Inter-American Relations, 
an association of American industrial, commercial, and financial interests, 
and the Argentine Government. Provision was made for conversion of 
eligible balances into Argentine treasury bills payable in dollars in 180 
monthly maturities bearing interest at two per cent with the option (which 
was never exercised) to convert the bills during their life into 20-year 
4-per cent dollar obligations comparable to the Roca bonds. Although the 
plan was intended primarily to cover accounts outstanding on February 1, 
1933, arising from merchandise transactions and on May 1, 1933, arising 
from investments, earnings, and other sources, holders of blocked funds 
accumulated subsequent to these dates were allowed to subscribe for the 
securities.” 


*The disposition apparently was to create a minimum of irritation between the 
two countries in the expectation that the exchange difficulties might be resolved in 
a commercial agreement. T! pproaching Montevideo Inter-American Conference was 
also a cause for restraint 

™ Press conference, October 19, 1933 

“The rate of conversion was fixed at 38.766 cents per paper peso, presumably bearing 
some equitable relation to the rate adopted in the case of British and other claims. 
During the period of negotiation the dollar depreciated sharply against the peso 
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It seems highly improbable that any practicable action by the American 
Government could have bettered this outcome considering the limitations 
imposed by the Roca provisions and the relatively weak trade and financial 
bargaining position of the United States in Argentina. The negotiating 
agents, besides having to work within the Roca framework, had to contend 
with a rigid Argentine attitude’* with the result that the sole concession to 
the desires of American interests was in the matter of offering securities 
of shorter maturity than the Roca bonds. The Council evidently pressed for 
cash remittance of the small accounts and met with flat refusal from the 
Argentine Government. Consequently, considering the Argentine mentality 
following the Roca provisions, American interests can be regarded as 
having fared tolerably well.** Except in the matter of cash payments the 
arrangement was without discrimination against American creditors. 

Although a total of $23,337,447 of treasury bills was subscribed, it ap- 
pears that holders of a substantial amount of American balances failed to 
exercise the funding privilege. Undoubtedly the continuous appreciation 
of the peso in terms of the dollar during the summer and autumn of 1933 
was a potent factor in this result, inducing many creditors, both large 
small, to forego a two-per cent long-term investment on the possibility of 
fairly rapid liquidation at a comparatively favorable rate of exchange. For 
owners of small accounts conversion into 180 monthly maturities was espe- 
cially unattractive, and very few subscriptions in this category were ten- 
dered. In addition, the low yield and other market factors indicated a con- 


siderable sacrifice of nominal value in disposing of the notes.® 

The same funding terms accorded to American creditors were applied 
to balances of French, Belgian, Swiss, Dutch, Italian, and Spanish interests. 
Accumulations aggregating 100,191,700 Swiss francs were converted by 
tender of bonds payable in French, Belgian, or Swiss francs, guilders, or 
liras at the option of the subscriber. Early in 1934 a banking syndicate 


ber. The compromise rate appears very fair, considering that the bulk of the claims 
was accumulated on the basis of rates below the settlement rate, so that practically 
n0 losses resulted in connection with the conversion rate. For those who did not 
fund their claims the position was made less favorable by deliberate further devaluation 
of the official paper peso in December, 1933, by 20 per cent. 

“The Argentine Minister of Finance, presumably to force the issue, announced 
shortly after approaching the American interests that the accounts in question would 
main blocked for an indefinite time unless the funding proposal were accepted. 

“During the negotiations between the Council and the Argentine Government, the 
American Manufacturers Export Association became active in an attempt to represent 
the creditors. The Association advanced an alternative scheme depending upon creation 
ot dollar export credits by the R.F.C. and special purchases of Argentine products 
‘or sale in the United States. The proposal had little merit, however, and the Associa- 
tion obtained no recognition. 


“The notes actually sold without recourse at a price range of 67 to 90. 


, headed by Credit Suisse provided facilities for the realization of cash by 
y 
; from about 25.7 cents in the beginning of 1933 to 40.5 cents per paper peso in Novem- 
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Swiss, French, Belgian and Dutch recipients of the Argentine funding 
bonds.*® 

At the end of 1933 the Argentine exchange régime was recast along 
lines that improved the efficiency of the control and facilitated discrimi- 
nation by nationalities. The basic changes were the institution of the legal 
free market in contradistinction to the official market, and the system of 
prior permits to purchase exchange cover for merchandise imports at the 
official rate of exchange. The effect was to shift the burden of foreign ex- 
change stringency from the problem of blockage to the question of the rate 
at which conversion could be effected. Technically funds ceased to be blocked 
since owners were at liberty to remit by purchase of exchange in the free 
market. To clear through this channel, however, necessitated the sacrifice 
of a fraction of the nominal value of the indebtedness owing to the dis- 
crepancy between the official and free rates of exchange. The amount of 
the discrepancy is indicated in the following table. 


Buenos Arres OFrFricIAL AND Free Rates For U. S. Do.iars, 1934-37, BASED on 
Daity AVERAGE QUOTATIONS 
(pesos per $100) 


Free rate 


Annual j Low Annual 
average 
358.30 395.27 
358.00 380.22 
359-47 
Io 333-89 


1934 
1935 


1930 


rs 


Ww Ww 
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Source: U.S. De 


Several European governments beginning in 1934 took advantage of 
strong trade and financial bargaining positions to obtain the liquidation 
of claims not covered by the funding accords and to establish régimes 
similar to the Roca-Runciman system which, as a practical matter, guar 
anteed British interests against foreign exchange arrears. The agreemett 
signed with Switzerland on May 18, 1934, is representative of these ar 
rangements.’*? The Argentine Government undertook to remit immediately 
all commercial credits outstanding on this date and to place at the disposal 
of Swiss establishments in Argentina exchange for the transfer of financial 
credits accumulated to this date to the extent permitted by the trade balance 
with Switzerland after certain deductions. As regards current remittances, 
the following priorities were established. A first lien on the proceeds of 

*U. S. Department of nmerce, Latin American Financial Notes, May 14, 1937. 

Latin American Financial Notes, No. 150. Other agreements in 1934 were (ot 
cluded with The Netl is, Belgium, Germany, and Spain and later with Aust 
and Finland. The arran ts with Germany were of a special character, constitutia 
an extremely tight bilat aring system 


A 

po 

$a 
rea 
Th 
Sw 
cre 

on 

ter 
itc 
tiot 
OF | 
at s 
Go 
be i 

the 
Hich Bra: 

| gov 
| case 
1937 ‘ rega 
Gov 
cater 
thor 
publ 
trad 

pref 

1 
June 
of B 

Gov 

posi 
any | 

did 

f no 
intorn 
in Ma 


1939 Blocked Commercial Balances 81 


Argentine exports to Switzerland was accorded to (1) service of the Swiss 
portion of the 4-per cent 1933 international loan, (2) the amount neces- 
sary for service of Argentine public debt payable in Switzerland, and (3) a 
reasonable amount for service of Argentine public debt payable elsewhere. 
The remaining exchange proceeds were to be allocated for imports from 
Switzerland without delay or restrictions of any kind and then for financial 
credits of Swiss enterprises in Argentina followed by financial remittances 
on Swiss investments in other enterprises in Argentina. 

While the American Government was continuously attentive to the in- 
terests of its nationals in connection with the Argentine exchange control, 
it concerned itself primarily with the question of current trade discrimina- 
tion. The fact that the matter of delayed remittances was working out more 
or less rapidly by recourse of the creditors to the free market, even though 
at some loss, influenced this position. In the summer of 1934 the Argentine 
Government offered to pay off the remaining untransferred balances in five- 
year notes. It was indicated, however, that the major creditors would not 
be interested in such securities unless satisfactory facilities for discounting 
them in dollars could be provided, and the proposal was apparently allowed 
to rest without further action. 


Vv 

Brazil, 1933 

The Brazilian experience in the years 1933-36 afforded a better test of 
governmental activities in behalf of short-term creditors. The Argentine 
case was less complex, first, in the absence of a major default situation in 
regard to funded public foreign debt and, second, because the Argentine 
Government’s unilateral decisiveness in matters of commercial policy indi- 
cated the practical uselessness of a contentious display by the American au- 
thorities. Brazil, however, had defaulted on almost the whole of its external 
public obligations. Furthermore, owing to the balance of American-Brazilian 
trade, the United States was in an exceptionally strong position to obtain 
preferential treatment.?® 

The first settlement of American balances in Brazil was concluded in 
June, 1933, between the Council on Inter-American Relations and the Bank 
of Brazil and the Brazilian Government. The relation of the American 
Government to this agreement was negative in every respect. It adopted the 
Position that it would undertake no expression of opinion on the merits of 


| any plan of settlement, and that persons engaging in any such undertaking 
did so on their own responsibility and risk. 


“Even without preference-seeking intentions, governmental intercession for a similar 
reason possessed exceptional promise of favorable results. 
_ “Its sole act of public record affecting the situation appears to be the commitment 
ot non-discrimination in debt service and foreign exchange matters which was obtained 
informally from the Brazilian economic mission that conferred with American officials 
in May, 1933. Press release, Department of State, May 23, 1933. 
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The Bank of Brazil undertook to make available within 90 days a sum 
not in excess of $1,000,000 to cover eligible claims of 665,000 milreis 
($50,000) or less. Parties owning larger claims were to receive seventy-two 
bills of exchange or notes of the Bank of Brazil endorsed and guaranteed 
by the Brazilian Government, drawn in dollars to mature monthly in equal 
installments from the date of issue.*° The Brazilian signatories agreed to 
make no arrangement relative to blocked balances with any other country 
or the nationals of any other country more favorable than the terms of this 
arrangement, or which would interfere with its orderly completion. Any 
company, firm, or individual national of the United States or subsidiaries of 
any such company having blocked funds in Brazil might become a party 
to the agreement. 

The agreement, signed by three representatives of the Council, named 
as parties of the second part seven American concerns owning substantial 
direct investments in Brazil—namely, Electric Bond and Share Company, 
American and Foreign Power Company, Inc., Texas Company, Standard Oil 
Company of Brazil, Atlantic Refining Company of Brazil, The Caloric Com- 
pany and Westinghouse Electric International Company. Eligible claims in- 
cluded direct investment earnings as well as proceeds of merchandise ex- 
ports.”” 

With some other features of the arrangement the American Government 
could not be disposed to associate itself. Interests of holders of long-term 
obligations in whole or partial default were unqualifiedly subordinated to 
those of short-term creditors by the third article of the agreement. Foreign 
exchange priority was accorded the funding obligations over other Brazilian 
bonds,”? and signatory firms were guaranteed a preferred claim on exchange 


* The amount of each milreis claim was raised 12 per cent, representing interest 
at the rate of 4 per cent per annum, and conversion of small claims was fixed at the 
current official rate of 13.3 milreis per dollar and of the funded claims at the slightly 
less favorable rate of 13.965. For claims accumulated in 1932 these rates resulted 
in a slight increase of the original nominal amount; for later accumulations a reduc- 
tion of approximately 6 per cent of the principal resulted in the case of funded claims 
while the cash claims were slightly benefited. 

An important part of the petroleum companies’ interests were the proceeds of 
imports into Brazil of petroleum and derivatives produced and processed entirely out- 
side of the United States. To the exclusion of most other interests, the petroleum com- 
panies were in the spring of 1933 receiving full cover for current sales in Brazil, 
having brought collective pressure to bear upon the Brazilian Government. 

#“Article 3.—Banco (do Brasil) agrees to reserve from the exchange made avail 
able out of exports from Brazil the necessary amounts to meet on maturity any and 
all bills of exchange or notes delivered by it hereunder. 

Banco further guarantees to each of the parties of the second part, on the request 
of the latter, out of said exchange and after the payment of such bills as and whe 
matured, a preference in the supply of U.S.A. dollar exchange sufficient for the current 
needs of each of the parties of the second part, from the date of this agreement 0 
and until payment of all of the bills of exchange delivered hereunder. By current needs 
the parties intend to refer to amounts necessary for the importation of merchandise, for 
earned interest and dividends, and all other essential charges,” 
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availabilities for remittance of export proceeds and earnings of Brazilian 
properties. This article likewise conveyed important advantages in the latter 
particular to the original signatories that were unavailable to firms either not 
desiring or not in a position to enter the agreement. 

The completed settlement covered one hundred seventy accounts ag- 
gregating $13,811,212, of which nine per cent ($1,277,205) was paid in 
cash to one hundred fifty holders of balances of less than $50,000. The 
remaining sum, which was tendered for notes, included four accounts of 
more than $1,000,000 each comprising seventy-two per cent ($9,953,449), 
and seven accounts of $100,000 to $1,000,000 comprising fourteen per cent 
($1,893,827), of the total. 

A substantial amount of American balances undoubtedly was not settled 
pursuant to the agreement. According to the Council’s estimates, the ag- 
gregate of funds awaiting remittance stood in the neighborhood of 
$25,000,000, whereas the accounts paid off and funded totaled $13,811,212. 
The uncovered accounts, as in the subsequent Argentine episode, are partly 
attributable to the questionable market value of the notes and the existence 
of preferable investment opportunities in Brazil. Moreover, the clandestine 
market was a better means of liquidation for some creditors, and this avenue 
was made more attractive by the decline of the dollar in terms of milreis. 

Three weeks after announcement of this accord, an agreement was reached 
between the Bank of Brazil and the Brazilian Government and N. M. 
Rothschild and Sons of London to settle accounts due to other nationalities. 
The terms differed only in minor particulars from the agreement with 
American creditors, payment being made direct to the creditors through 
Rothschild in seventy-two equal monthly installments of approximately 
£71,100, aggregating £5,100,000. Provision also was made for cash pay- 
ment of small accounts of less than 665,000 milreis ($50,000) each in a 
maximum amount of £225,000. The most-favored-nation provision was the 
same as in the American agreement, and the substance of the preferential 
Article 3 in favor of short-term creditors was included.** 

The Rothschild agreement was unsatisfactory to the French Government** 
which determined to utilize its strong trade bargaining position to obtain 
better terms. In the autumn a French decree was invoked impounding a 
portion of the proceeds of Brazilian exports, from which blocked credits 
should be cleared. The Brazilian Government retaliated by doubling the 
general tariff on merchandise of French origin and subjecting all imports 
irom France and payments therefor to a system of licenses, to be enforced 
until rescission of the French action. Ten days later the French Government 


Conversion of the milreis claims was made at rates comparable with those in 

the American accord and the allowance of interest was the same. The larger aggregate 
allowance for cash transfers arose from the larger total amount of claims to be covered. 


_ And apparently also to some other European creditors, but no action was taken 
by their governments. 
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imposed, in addition to existing duties applicable to Brazilian goods, sur- 
taxes equivalent to double the general tariff and an ad valorem surtax of 
100 per cent on goods hitherto on the free list. This vicious trade warfare 
was concluded in May, 1934, with an agreement which favored French 
credits very slightly in comparison with the Rothschild arrangement. Con- 
sidering that the ten-month stalemate brought practically no relief to the 
creditors, and disrupted commerce to some extent, this settlement cannot be 
counted as gainful. The funding provision was precisely the same as the 
Rothschild basis, and the cash provisions were not materially better. 

In 1933 and 1934, following the funding arrangements, Brazil's exports, 
notwithstanding their moderate improvement, continued to produce in- 
sufficient foreign exchange to prevent further substantial accumulation of 
deferred remittances. As a consequence, at the end of 1934 balances of 
upwards of $20 millions owing to Americans and of $40 millions owing to 
other nationalities had accumulated. On February 11, 1935, the exchange 
control régime was revised on the basis that all imports of merchandise 
subsequent to this date should be covered with exchange purchased in the 
free market. Access to this market was to be unrestricted and its supply of 
exchange would be derived from 65 per cent of the proceeds of merchandise 
exports plus whatever exchange should be produced from other sources such 
as tourist expenditures, capital imports, and excepted commodity exports.” 
In order to lighten the load on the free market it was decreed that all mer- 
chandise imported prior to September 11, 1934, and 60 per cent of the cover 
for imports from September 12, 1934, through February 11, 1935, would 
have to await special provision by the Government. The practical conse- 
quence was the freezing of overdue commercial accounts. 


VI 
Brazil, 1935-36. 


With the coincidence of the inception of the trade agreement program 
and the renewed Brazilian exchange difficulties, American policy pursued 
more active course.2° Commercial indebtedness was included as a considers: 


* Exporters, with specified exceptions, were required to sell 35 per cent of their 
exchange proceeds to the Bank of Brazil at the official rate of 12$035 milreis to the 
dollar, the resulting foreign exchange being reserved for external public debt servic 
and other governmental uses. The free market rate has been stabilized to some extent 
by official purchases and sales. During 1935 and 1936 its range was approximately 
25 to 30 per cent above the official rate. For the purpose of stimulating exports of 
certain products, the percentage of exchange requisitioned at the official rate was reduced 
in such cases. 

*There was important opinion in favor of a considerably more positive poliq 
than was actually chosen. Brazilian governmental authorities were not averse to clearing 
commercial indebtedness against the American trade balance, and the American Chambts 
of Commerce in Rio recorded itself in favor of such a measure. In the United States 
numerous private interests including bondholders’ protective groups advocated a clearing 
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tion in the reciprocal trade agreement with Brazil,” and the Export-Import 
Bank participated in the settlement of commercial arrears in consenting to 
discount the funding obligations received by the creditors. Private creditors’ 
representatives, moreover, in contrast to their previously self-sufficient con- 
duct, became strongly solicitous of governmental good offices. 

The consideration of claims of short-term creditors was included in a 
declaration of the Brazilian government supplementary to, but forming an 
integral part of the trade agreement. Article VI of the trade agreement 
provides that if either of the contractants establishes or maintains control of 
the foreign exchanges, ‘‘they will accord to the nationals and commerce of 
each other the most general and complete application of the unconditional 
most-favored-nation principle.”” The exchange of notes prescribed a special 
basis for the allotment of exchange for commercial payments to the United 
States as distinguished from financial, investment, and other accounts. The 
first paragraph provides that: 


I. The Bank of Brazil will furnish sufficient exchange for the payments, as 
they become due, for all future importations of American products into Brazil; 
moreover, the Bank of Brazil will provide sufficient foreign exchange for the 
gradual — of the American commercial debts now in arrears, it being 
understood that the Bank of Brazil will establish a system of payment under 
which the amount of foreign exchange required for the purposes mentioned 
shall not be less than a percentage calculated in accordance with the share repre- 
sented by American goods in total Brazilian imports during the past ten years, 


but slightly increased in order that the purposes contemplated by the new trade 
agreement may be accomplished. 


Payments in other categories are subjected only to the requirement of 
most-favored-nation treatment,”* Brazil otherwise being left free to differen- 
tiate between the several classes. These provisions cannot be regarded as 
comprising a scale of priorities. However, the Brazilian Government's for- 


agreement, and within the Government itself Mr. Peek’s economic credo led to open 
controversy with opponents of this type of trade control. His office of the Special 
Adviser to the President on Foreign Trade was dissolved in June, 1935, and its functions 
merged with those of the present interdepartmental commercial policy organization, and 
he left the government in November. He was also a leading figure in the formation 
of the Export-Import Bank, serving as its president until November, 1935. Cf. Peek 
and Crowther, Why Quit Our Own (1936), pp. 268-270. 

* Exec. Agr. Series No. 82, signed February 2, 1935, effective January 1, 1936. 

“In paragraph 2 transfers of profits and dividends of American companies operating 
in Brazil are specially mentioned as being subject only to this commitment on the 
part of Brazil. Paragraph 4 states that Brazil will reserve from the foreign exchange at 
its disposal an amount necessary to service its bonds or loans negotiated in the United 
States, provided its negotiations for banking credits should be successful. Further, Brazil 
agreed “'to meet, as hitherto” the service of the 1933 commercial arrears funding 
obligations, 

It may be noted that at the end of 1937 and in 1938 Brazil suspended service of 
ill external indebtedness except the 1933 and 1936 commercial funding notes, and 
“urrcat commercial remittances again fell into arrears. 
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eign exchange policy was given somewhat wider latitude in restricting non- 
commercial payments than in regard to trade remittances. Further, by way 
of precedent, this Government recognized the settlement of commercial 
arrears as a condition of the trade agreement, but avoided any indication of 
intention to go beyond its traditional activities in regard to non-commercial 
indebtedness.”* 

More than a year following signature of the trade agreement was con- 
sumed in negotiating a plan of settlement of the frozen credits. An agree- 
ment was finally concluded on February 21, 1936, between the National 
Foreign Trade Council and the Government of Brazil and the Bank of 
Brazil. The plan provided for payment in spot exchange of eligible claims 
of less than $25,000 in a maximum aggregate amount of $2,250,000, and 
for funding of other qualified indebtedness into fifty-six equal serial notes 
of the Bank endorsed by the Government to mature monthly beginning 
July 1, 1936, including interest at four per cent on the complete series.” 
The rates fixed for conversion of the milreis amounts conformed closely to 
the dollar rates at which the indebtedness was originally contracted. 

Another year was taken to carry out the liquidation, mainly because of a 
dispute between the Brazilian authorities and the American petroleum com- 
panies. The Government sought to exclude from the settlement about one- 
third of the companies’ claims amounting to some four millions, for in- 
ventories and receivables arising from importations prior to February 12, 
1935.*1 A compromise was reached in February, 1937, under which about 
$4,500,000 of funding notes representing half the companies’ accounts 
were delivered at the official dollar rate of 12$035 milreis, and the other 
half was remitted by cable on New York at the rate of 16$500 resulting in 
dollar proceeds of about $3,750,000.** This arrangement deviated from the 
original plan pursuant to which other accounts were settled. The petroleum 
companies yielded about one-seventh, and obtained spot exchange for more 
than one-third, of the original principal of their claims. Other creditors 
subject to the funding note provisions received no cash, but gave up none 
of the original principal. 

The completed liquidation under the Council’s agreement benefited 1,251 
accounts aggregating $29,944,483. Spot exchange was tendered for 1,113 


*The statute limits the government's undertakings in trade agreements to the 
promotion of commodity trade. Liquidation of commercial indebtedness is regarded a 
within this scope, but not that of other creditor claims, 

* The original principal was increased 10 per cent to provide for interest. 

"The Brazilian Government's interpretation of its agreement with the Council 
in this case has to be regarded as pure bargaining without legal foundation. The Uni 
States Government took no part in this issue. 

* Non-petroleum accounts were converted at the dollar rates of 12$050 for met- 
chandise entered before September 12, 1934, and 11$855 for subsequent entries prior 
to February 12, 1935. 
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accounts of less than $18,000 each, amounting to $2,231,932.** Notes were 
delivered for 138 accounts (including those of the petroleum companies) 
exceeding $18,000 in a total amount of $27,711,550. This sum included: 


101 Accounts, $ 18,000 to $ 100,000.............. $ 4,502,533 
27 Accounts, $100,000 to $1,000,000.............. $ 7,344,720 
10 Accounts, Over $15,864,297 


Here, as in the 1933 settlement, large individual balances comprised the 
bulk of the amount liquidated. However, the fact that 1,214 accounts of less 
than $100,000 each were settled, as compared with only 159 in 1933, sug- 
gests that the 1936 arrangement was much better adapted to the require- 
ments of the smaller creditors (even allowing for various peculiar circum- 
stances surrounding the earlier episode, such as the exchange fluctuations). 

Export-Import Bank facilities were applied for by the American commer- 
cial creditors early in 1935 in connection with the project of an issue of 
Brazilian funding obligations, In November a resolution of the Bank author- 
ized non-recourse purchases of such obligations and non-recourse loans with 
the obligations as collateral, to be provided for in an agreement with the 
Council.** During the ensuing three months the Bank was led to modify 
its commitment in such a way that the possibility of its becoming through the 
non-recourse provision a direct creditor of the Brazilian Government would 
be eliminated.** The final outcome was a very restricted agreement on the 
part of the Bank to purchase, with full recourse to the exporter in event of 
default, all or part of the funding notes at a price to yield the Bank a return 
of four per cent per annum from discount to maturity. Eligibility of the 
notes was limited to “commercial debts arising out of the importation into 
Brazil (in the regular course of trade and as part of an ordinary commercial 
transaction) of commodities or goods produced in the United States or 
manufactured therein in their finished form as exported.” A further stipula- 
tion released the Bank from obligation to purchase notes upon failure of 
the creditor to supply proof that the proceeds of the notes tendered to the 


Bank “will better enable such creditor to carry on or increase its export 
business,” 


"To this should be added the $3,750,000 remitted in cash on petroleum accounts, 
obably all of which were more than $18,000 each. The $2,250,000 authorized for cash 
pay m nts were insufficient to cover claims of more than $18,000. 

Press release, Export-Import Bank, November 19, 1935. 

“The reasons for this reconsideration of policy as expressed in the resolutions 
the Bank’s Board of Trustees on February 17, 1936, seem so unsubstantial as to 
Suggest that the deciding motive remains undisclosed. It may be suggested that a more 
conservative attitude toward this proposed exception to the general policy of avoiding 

O2Ns by this Government to foreign governments was decisive. Mr. Peek, who strongly 

favored this type of financial assistance, resigned from the Presidency of the Bank 


on November 26, 1936. At this time Mr. Jesse Jones, chairman of the R.F.C., became 
an adviser of the Bank. 
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193: 
Primarily because of the full recourse feature of this arrangement only agre 
six per cent of the total issue of funding notes was tendered for discount. impé 
It appears that the balance of the notes has been of little service to the ing | 
exporting concerns as a source of current funds owing to the evident lack 1935 
of interest in promoting a public market for the securities.** expa 
The agreement concluded on March 27, 1935, between the British and resul 
Brazilian Governments was intended to clear up commercial indebtedness Gern 
similar in amount to the American claims. The proposed plan of liquidation oper: 
was set forth in considerable detail and stipulated further that no arrange- resul 
ment should be concluded “‘with any other country on conditions more TI 
favorable to that country than those accorded to the United Kingdom in that t 
this agreement.” One effect of this commitment was to limit the scope of on th 
the terms of an accord covering American claims. Brazil agreed to make pletel 
“every endeavor” to supply within thirty days the sum of £1,000,000 for so th: 
remittance of small claims. Liquidation of other indebtedness resulting from the di 
importation of merchandise was to be accomplished by conversion into four and E 
per cent sterling obligations of the Brazilian Government. The funding se- i treatn 
curities would be serviced from the foreign exchange reserved for Govern- to dis 
ment purposes in an annual amount of £1,200,000 to which, if necessary, Britis} 
there should be added upon termination of the 1933 Rothschild arrangement i by the 
a further annual amount of £853,000. The 
Execution of the British settlement was held in abeyance pending the Gover 
conclusion of the American arrangements. An agreement was concluded on i the B; 
February 20, 1936, between N. M. Rothschild and Sons, the Bank of Brazil render 
and the Brazilian Government covering all commercial accounts accumulated [i settlen 
to June 15, 1935. Five-year sterling notes of the Brazilian Government i expect 
maturing semi-annually were authorized in the amount of £5,000,000 but HP Brazil; 
only £2,865,800 were actually taken up. In addition payment in cash was [MM to the 
made of smaller claims.*" tant in 
In both the British and American accords Brazil undertook that no at I in just: 
rangement relative to commercial indebtedness would be made with any i exchan 
other country or its nationals on more favorable terms.** These commitments tory tr 
proved ineffective against the preferential aspirations of several European Bi ground 
governments, and to some extent the Brazilian Government encouraged spe i interest 
cial arrangements. The arrangements with Italy, Norway, and Denmatk brough 
were based upon special sales of specified Brazilian products from the pfo’ HIB of the 
ceeds of which blocked accounts were cleared. With Sweden, France, and Hi with ¢] 
some other countries the arrangements were essentially simple bilater! _ 
clearing or in some cases merely a Brazilian commitment to liquidate on 2 H,,. , “ 
* The Bank was authorized to purchase notes in a total amount of $27,750,000 bec 
Actually out of a total issue of $27,711,551, only $1,716,978 were acquired. 7.2 milli 
** The total amount has not been disclosed by the paying agent. ® Son 
* Paragraphs 9 and 7, respectively, of the American and British agreements. £3 millio 
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agreed schedule.** The liquidation of German arrears was by far the most 
important and dramatic exhibition of the use of trade manipulation in clear- 
ing up accounts in Brazil. In the second haif of 1934 and the first half of 
1935, German imports of Brazilian products underwent an extraordinary 
expansion while exports to Brazil increased only moderately. Out of the 
resulting balance of blocked marks Brazilian commercial indebtedness to 
German interests of about $3,000,000 was quickly liquidated.*® Since this 
operation Brazil has consistently been a German commercial creditor as a 
result of German control.* 

The elimination of German credits was carried out so rapidly and covertly 
that the possibility of arresting the operation by diplomatic or other pressure 
on the part of other governments upon the Brazilian Government was com- 
pletely finessed. More important, the whip hand was primarily in Berlin 
so that pressure upon the Brazilian Government could not possibly prevent 
the discriminatory result. Barring such an expedient, however, the American 
and British accounts were of such magnitude that to seek commensurate 
treatment would be utterly impracticable. American policy had, therefore, 
to disregard the German coup as a basis for solution of its own claims. 
British policy evidently was deterred from its typical course in such cases 
by the insecurity of its trade and financial bargaining position in Brazil. 

The public record throws no light upon the extent to which the American 
Government associated itself with the negotiations between the Council and 
the Brazilian authorities. The range of informal good offices that can be 
rendered within the customary rdle of merely fostering and facilitating a 
settlement is in general very broad, and the extent of such activity can be 
expected to vary with the circumstances and necessities of each case. In the 
Brazilian episode the circumstances hint that the Government's relationship 
to the negotiations was exceptionally close. The Government had an impor- 
tant interest at stake in an auspicious launching of the trade agreement and 
in justifying the solution of the frozen credit situation contemplated in the 
exchange of notes. Successive infringements of its rights to non-discrimina- 
tory treatment in Brazil, affirmed in the exchange of notes, afforded 
grounds for protest in behalf of both commercial creditors and current trade 


spe Mi interests. The question of Export-Import Bank financial participation 
natk MB brought governmental officials into unusually close contact with the course 
at of the frozen credit negotiations. On its own part the Council was faced 
an 


with the growing impatience of private creditors at the protraction of 


“The fact that Brazilian trade balances with such countries were normally positive 
was a primary factor making these operations feasible. 
In the 1934 period coffee imports were the major factor; in 1935 (12 months) 
Brazilian cotton exports to Germany were valued at 92 million marks as compared with 
2 million marks in 1934, 
_ “Some esimates of Brazilian holdings of blocked marks in 1935 were as high as 
£3 millions to £7 millions. New York Times, June 23, 1935. 
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negotiations, a feeling that doubtless was shared in American governmen- 7 
tal circles. It is apparent, however, that whatever exceptional good offices pas 
were rendered in behalf of the Council, American governmental policy did Alt 
not depart significantly from its traditional precepts. Although the American _ 
creditors obtained a reasonably satisfactory settlement of their claims, it is ans 
evident that commercial indebtedness owed to several other countries was ae 
liquidated on better terms, primarily because of foreign governmental ac- with 
tivities of a character either beyond the scope of or inconsistent with Ameri- colle 
can policies. a 
VII trad 
’ of A 
The record of foreign commercial indebtedness to the United States aris- the t 
ing from exchange restrictions abroad is disturbing, especially in compati- So Ic 
son with the experience of Great Britain, France, Germany, and several objet 
other countries. A complete census of immobilized proceeds of American from 
exports in their maximum amounts since 1929 in about twenty countries Ther 
would undoubtedly produce an aggregate figure considerably in excess of tactic 
$100 millions. British accounts in this class were probably larger, and those instrt 
of other leading countries more or less commensurate relative to their total Ar 
exports. However, the general tendency has clearly been for American finan 
funds to be restricted for a longer period and for losses to be proportionately The 
larger than in the case of other important nationalities. adapt 
The cases of Argentina and Brazil are representative of a relatively favors Brazi 
ble outcome for American creditors, while Germany, Spain and Uruguay and t 
exhibit the situation at its worst. The German situation has been an out- consic 
standing American blocked balance case judged by the amount of funds tied J sible 
up and the resulting losses. A reliable estimate is impossible of the commet- i appea 
cial capital lost in Germany from exchange restrictions, but thirty to forty and r 
per cent of the original principal is probably a conservative supposition. relate 
Great Britain held German blocked commercial credits comparable in protec 
amount. However, by virtue of a highly successful payments agreement in- Hi not of 
stituted in 1934, made possible by her large import trade balance with Get i record 
many, the liquidation of British balances was completed in little more than a govert 
year with only moderate losses. France and other European creditors of i warras 
Germany likewise entered the German clearing régime, in some cases with 
much less satisfactory results than the British, and yet better on the whole Nes 
than the fortunes of American creditors. Similar situations on a smaller 5 
scale are reflected in the American experiences in Uruguay, Chile, Nicaragu, 7 
Spain, and all of the Balkan countries except Greece. Italy is an interesting feasible 
example of the liquidation of sizable American commercial arrears by unt: No 
lateral action without serious losses. By 1937 all commercial credits accumu srt 
lated before and during the Ethiopian adventure had been eliminated, i 


though substantial financial accounts remained frozen. 
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This situation cannot, however, be calculated to justify a reversal or im- 
pairment of present American policy in regard to commercial debt collection. 
Although the virility of British and French policy has the appeal of business 
sense, the fact remains that bilateral clearing of trade and other international 
accounts of the United States is feasible with few countries from the view- 
point of pure trade bargaining. Such a policy would be utterly impotent 
with such countries as Argentina, Uruguay, Chile, Spain, and Germany to 
collect trade debts except at the cost of an unwarranted disruption of Ameri- 
can export markets. A sense of proportion has to be kept in regard to the 
trade debts. While in the aggregate they reflect an appreciable impairment 
of American capital, they still constitute a comparatively minor fraction of 
the total value of American exports over a period of good and bad years. 
So long as the United States reckons large-scale export outlets as desirable 
objects of national interest, it must be prepared to absorb considerable losses 
from exchange restrictions as a cost of obtaining advantages they hold. 
Therefore, both national interest in extensive foreign trade and the lack of 
tactical strength eliminate bilateral commercial debt clearing as a desirable 
instrument of American policy. 

Another pertinent policy question concerns American governmental 
financial contributions to the relief of blocked commercial account creditors. 
The establishment of the Export-Import Bank supplied the machinery 
adapted to this purpose, but its only action in this field thus far was in the 
Brazilian funding arrangement. Here the undertaking was extremely light 
and the resulting assistance rendered to the exporters meager, reflecting 
considerable restraint upon the original export promotion impulses respon- 
sible for the Bank’s formation. A conservative general policy in this regard 
appears to be sound. American commercial policy properly places the burden 


nity J and risk of operating in foreign markets primarily on the exporter and 

ion. J ‘elated private financial facilities. Government accepts the responsibility of 

in protecting his interests against foreign governmental discriminations, but 

- in- not of collecting his export proceeds in dollars. In view of the statistical 

set’ J record of American trade balances and the balance of international payments, 

ané governmental assumption of this risk would appear to contemplate an un- 

s of warranted subsidy to American exporters.*? 

with Horace G. WHITE, Jr. 

hole New York University 

aller 

gun, ; The distribution of the burden by a variety of insurance such as the export 
credits guarantee system practised in Great Britain and other countries, however, seems 

sting feasible if based on premiums contributed by exporters, 

r unl No judgment is intended here of Export-Import Bank loans in particular cases to 

umu: — exporters to meet special competitive circumstances in foreign markets. Opposition 

1 al is cirected, however, at a general policy of governmental financial promotion of American 
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THE ABILITY-TO-PAY THEORY OF TAXATION 7 
Ability to pay, the dominant theory of taxation, is usually interpreted in terms of Seli 
sacrifice. It is held to justify progressive taxation under any one of three pessible inter. surt 
pretations of sacrifice: the equal, equal-proportional, and least-sacrifice theories. These t 
theories rest in turn on three assumptions: the declining marginal utility of money with as 
an increase in its supply, the existence of sacrifice arising from the payment of taxes, wea 
and the quantitative expression of that sacrifice. Analysis discloses each of these supports Bot! 
to be defective and thereby breaks down the theory of ability to pay. Progressive taxa. 
tion may, however, be justified on other grounds. These grounds should be founded on ome 
the broad realities of the economic system. Taxes have economic effects, and these effects T 
entail social consequences. The choice of the taxes to be laid and rates at which they utili 
are to be applied expresses a preference for one set of economic effects, and hence of h 
social consequences, to another. The theory of taxation, progressive or other, should cor. the 
respond to these facts. The thin nebula of hedonism in reverse is no longer adequate. the « 
Advocated alike by the scholar in taxation and the common man, the a 
theory of ability to pay has achieved the primacy among theories of taxation. ne 
The rival theories, cost-of-service and benefit-of-service, though recognized The 
as of some usefulness, are now mentioned chiefly for their defects as in- po 
clusive principles. Only ability-to-pay reaches the height of a general prin- and 
ciple to which taxes and tax systems should in the main conform. A ‘ 
The phrase “‘ability to pay’’ has a good and honest sound. It says that Th 
money for public expenditures should come from “him that hath” instead het 
of from “him that hath not.’’ Who could oppose such a principle? A je 1 
sentiment reasonable in itself and so appealing in its context of ethical both 
associations was bound to win increasing support. posse: 
But—we may ask—what does it mean to lay taxes according to ability —rs 
to pay? At the outset of this inquiry, it may be observed that, in practice, hand 
this principle means much more than the levy of taxes on sources from group 
which they can be paid. If it were so easily satisfied, most taxes would ~ - 
be levied according to ability to pay. Even a sales tax paid by consumers vety fi 
on necessaries of life would correspond to ability to pay interpreted in the tic 
the revenue sense. About the only exception would be a poll tax. Clearly see's 
then a narrow and literal conception of ability to pay will not do. Graduated ieetin 
income and inheritance taxes are commonly given as examples of the apy By the 
plication of the principle of ability to pay. We shall, therefore, pursue sought 
our quest of the meaning of ability to pay by examining the basis of the up 
graduated taxation. Alli 
The usual and indeed the only serious justification of ability to py Bl, ..,, 
is on grounds of sacrifice. The payment of a tax is viewed as a deprivation decline 
to the taxpayer. He might have spent the money for his own putposs Bi i. 4: 
but instead must turn it over to the public treasury from which it will be utility 
expended for social ends. In surrendering his money to the government, tion. O 
he is said to make a sacrifice. It is held, therefore, that sacrifice is the bas¢ Hy, ; be 
principle to which the levy of taxes should conform, for that is theif 
"E.R, 


meaning to taxpayers. 
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The sacrifice attached to the payment of taxes is, however, in Professor 
Seligman’s view, to be modified by the relative ease with which the dollars 
surrendered were obtained. ‘“A man’s ability to pay taxes is to be measured 
not only by the relative burden imposed upon him in parting with his 
wealth, but also by the relative ease with which he has acquired his wealth.’” 
Both the basic premise of sacrifice and the Seligman variant will now be 
examined. 

The idea of sacrifice when linked to the concept of the declining marginal 
utility of money has given rise to three theories of progressive taxation: 
the equal, equal-proportional, and least-sacrifice theories. According to 
the equal-sacrifice theory, taxes should be laid in such a manner that the 
sacrifices of all taxpayers are equal. The theory of equal-proportional 
sacrifice holds that the sacrifice of taxpayers should bear an equal propor- 
tion to their incomes. Thus in this view equality of sacrifice is not sufficient. 
The rich man’s tax payment should represent a greater sacrifice than the 
contribution of a man of moderate means. It should, however, not be 
greater in relation to his income. The equality is, therefore, to be found 
in the proportion, not in the quantity of sacrifice. 

The theories of equal and of equal-proportional sacrifice both involve 
the taxation of poor as well as rich persons. In neither theory is there 
an attempt to make any income group bear all the taxes. The problem for 
both theories is the distribution of the tax burden among individuals 
possessed of varying incomes. These theories of taxation may, accordingly, 
be classified as individual theories. The least-sacrifice theory, on the other 
hand, is a group theory of taxation. Least sacrifice is interpreted in the 
group sense. The objective of taxation is least sacrifice to the group. Ac- 
cording to this theory, taxes should be laid first on the incomes of the 
very rich. When these incomes are reduced to the level of the rich, then 
the rich would be taxed. Persons of moderate means would be taxed only 
after the incomes of the very rich and the rich have been reduced by 
taxation to their level. The theory calls for the progressive elimination 
of the high incomes by taxation. In order to obtain the levelling effect 
sought, the rates of graduation imposed would be extremely steep in 
the upper ranges. 

All three theories, however much they may vary from one another, have 


Pe! BB 2 common rootage in the principle that the marginal utility of money 
of declines with an increase in its supply. But, as Professor Pigou has shown, 
” the utility of money must fall more sharply than the theory of declining 


utility requires if the objective of equal sacrifice leads to progressive taxa- 
tion. On the contrary, any degree of decline in the utility of money with 
an increase in the supply would give a basis for progressive taxation under 


‘E.R. A. Seligman, Studies in Public Finance, Macmillan, 1925, p. 188. 
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either the theory of equal-proportional sacrifice or that of least sacrifice; 

The concept of marginal utility was developed in economic theory for 
the purpose of explaining the demand for goods (including services). It 
is of material assistance in accounting for the fact that an increase in the 
supply of goods offered results in their sale at lower prices. The curve 
of the money demand for goods slopes downward to the right. Increasing 
supplies can be sold only at lower prices. The uncovering of lower strata 
of purchasing power is not sufficient in itself to account for this economic 
fact. Recourse must be had also to the decline in utility that comes as 
additional units are supplied. With a fall in price the poor buy, but the 
well-to-do who would purchase some units at a higher price buy more 
at the lower price. When automobiles sell at $1,500, few have two cars, 
But as the price of an automobile falls to $1,000, the number of families 
with two cars increases. 

The marginal-utility concept when applied to taxation must be extended 
from the specific commodities for which it is used in economic theory 
to the generalized commodity, money. For the purposes of graduated 
taxation, it will not do to say merely that the utility of food, clothing, 
and other goods declines as their supply increases. The tax is laid not 
on these things but on money income or inheritance. The utility of money 
itself, that which has command over all things of purchase and sale whether 
for near or distant uses, for consumption or investment, and which, in 
consequence, has come to be the substance of power, the symbol of success, 
must be held to decline with an increase in supply. The application of the 
marginal utility concept to a sacrifice theory of taxation requires also that 
the payment of money by the individual to the government shall be deemed 
a sacrifice on his part. And, if any of these sacrifice theories is to mean 
anything in practice, the sacrifices involved in the payment of taxes mus 
be capable of quantitative expression. All these requirements are basic to 


* A.C. Pigou, A Study in Public Finance, Macmillan, London, 1928. 

Professor Pigou's analysis of the general opinion respecting the relationship between 
the theory of marginal utility and progressive taxation is so effectively presented that it 
is quoted here: 

“This opinion is to the effect that, in all circumstances, in order to secure equal 
sacrifice, the tax formula must be in some measure progressive, in the sense that the mitt 
of taxation per £ of income grows as incomes grow. This proposition is supposed to be 
logically deductible from the law of diminishing utility. That supposition is incorret 
All that the law of diminishing utility asserts is that the last £ of a £1,000 income carts 
less satisfaction than the last £ of a £100 income does. From this doctrine it can k 
inferred that in order to secure equal proportionate sacrifice,” taxation must be pro 
gressive, but not that it must be progressive in order to secure equal sacrifice. In ordet 
to prove that the principle of equal sacrifice necessarily involves progression we should need 
to know that the last £10 of a £1,000 income carry less satisfaction than the last £1 of 4 
£100 income; and this the law of diminishing utility does not assert’ (p. 106). 

® “Tt is easy to see that proportionate taxation could only yield equal proportion 
sacrifice if the curve whose ordinates represent the quantities of utility derived by the 
representative man from successive units of income were a horizontal straight line—t 
condition incompatible with the law of diminishing utility.” 
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the doctrines of sacrifice. Thereby they ultimately support the theory of 
ability to pay as a justification of graduated taxation. Let us examine them. 

The relation of the utility of money to the supply possessed by an 
individual is most difficult to write about. It is easy to believe that the desire 
for food, even for costly dainties, slackens rapidly as the supply grows from 
the stage of plenty into that of abundance. Nor is it difficult to think of 
an individual as having so much clothing, so many automobiles, servants, 
houses, yachts that the addition of a suit, a car, a maid, a town house, or 
a ctuiser would make little difference to him. Each direction of outlay 
returns less satisfaction per dollar for the amount expended. There can 
be too much of any one thing. But can there be too much of a// things? 
That is the problem. If the total of things that money buys were composed 
of goods and services only—clothing, furniture, paintings, houses, servants, 
operas, theatrical performances—the problem would be difficult but perhaps 
not impossible of solution. Somewhere physiological considerations would 
limit the satisfaction received from these things. But, as incomes grow 
larger, goods and services bought for consumption become relatively less 
important in the total. This is true even of the things of show—the costume 
balls, racing stables, trips to Newport and Deauville with their rotogravure 
outcomes, the yachts long of keel and broad of bearn—that certify so 
tangibly the possession of great wealth. Stocks, bonds, mortgages, invest- 
ments of all kinds, on the other hand, grow relatively greater in significance, 
and as income is received from them, not all this return is spent for goods 
and services, so still more money is available for investment. With increased 


the 
hat ae DOldings and growing wealth, there come directorships and chairmanships 
ed J) important corporations, and the valuable perquisite of “inside informa- 


tion” for further gains; honorary degrees from aspiring colleges and 
universities; memberships in exclusive clubs; the respect of the successful, 
the envy and admiration of the striving; the notice of everyone, headlines 
and pictures in the press; power to better or to worsen the lives of thousands 
of working men, endow colleges, fill party campaign chests, provide art 
galleries, stimulate research; and perhaps ultimately the enjoyment of 
political preferment. 

Does income of this kind decline in satisfaction as more is received? 
Are power and prestige subject to the same principle as food and furniture? 


rrect They may, for aught that we know, respond to the opposite principle. 
+." Suppose, for example, that an ambassadorship is wanted but that a fortune 
in 


of 5 million dollars must be had before the required political prominence 
can be reached, and the necessary expenses of maintaining an ambassadorial 
establishment can be met. In that instance, once the goal appears in striking 
distance, the growth of the fortune needed for its attainment is clearly at- 
tended by increasing utility. Men being as they are, who can deny that 
power and prestige may whet but never satiate the appetite? 

The second requirement for a sacrifice theory of taxation is that the 
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payment of taxes shall be a sacrifice to the payer. At first thought, it might 
seem that this requirement could be passed over without discussion. The 
payment of taxes is ordinarily not a cause for rejoicing. The taxpayer feels 
the loss, and may strive by one means or other to avoid it. If, however, 
we ask whether the payment of taxes is, in reality, a sacrifice, we are on 
different ground. The collection from the taxpayer finances many govem- 
mental services that he would be unwilling to do without, and for which 
he would be glad to pay if they could not be had on other terms.* We 
do not consider payment for groceries, gasoline, or other commodities to 
be a sacrifice. Such payments are mere exchanges. Dollars are surrendered, 
satisfactions are received. Sacrifice does not enter into the matter at all. Why 
then, should the payment of taxes that finance needed services of govem- 
ment be called a sacrifice? The fact that there is no direct guid pro quo, 
as in trade, may account for the feeling of deprivation that the taxpayer 
experiences. This feeling is, however, not conclusive in respect to the 
question of sacrifice. The services of government would, it is true, be 
accepted preferably without the payment of taxes. But groceries, automo- 
biles, and other good things of life would also be received gladly on the 
same terms. It would indeed be a glorious world if things could be had 
without cost.* 

Still another aspect of the difficulty with the concept of sacrifice, effective 
throughout progressive income and inheritance taxation, appears at its 
clearest with respect to the upper ranges of the graduation. We have already 
observed the nature of large incomes, the fact that they are spent only 
in small part for the material necessaries and even luxuries of life, and 
are significant mostly for the power and prestige that go with the possession 
of great wealth and its accumulation. Suppose now a progressive tax to 
be laid, which imposes a heavy obligation on large incomes. Is the payment 
of such a tax to be accounted a sacrifice to these rich possessors? Theit 
current expenditures for consumption are disturbed little if at all. They 
still eat choice foods, drink rare wines, ride in expensive automobiles, and 
maintain cruisers or yachts. True, the automobile may have less custom 
work, and the yacht may be shorter of keel, narrower of beam, and contain 
cabins less gorgeous with gilt and murals. The chief deprivation that these 
rich folk suffer must, therefore, be in relation to their investments. Not 
so much money is available for investment. Thus, whether the avenue 
of expenditure be consumption or investment, less money is available for 


*This is not an intermixture of benefit theory. One may be glad that a given govem- 
mental service is provided and be willing to pay for it without being able to evaluitt 
the worth of this service to him personally. 

*The point—brought out later—that individuals differ in their attitudes, feelings, * 
sponses is also not properly to be urged in support of the position that the payment at 
taxes is a sacrifice. On balance, these differences might be held, by the same logic, to indicat 
that the payment of taxes is a benefit. 
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the things of power and prestige. But power and prestige are relative 
concepts. They are to be had only on the condition that others do not 
possess them. The peaks stand out only because they are above the mass 
of the range. Attainment of power and prestige, those human peaks, is 
the objective of an intense competition in which the rich win as against 
the poor, the very rich as against the rich, and the richest as against all 
others. In such a struggle, each contestant would feel the loss of his place 
seriously. But the tax is not selective in its application. It is laid on all 
alike within each income group. No one, therefore, is handicapped in 
the competition. Each is as well off as before in comparison with others 
in the same group. As among the groups, the richest decline somewhat 
in relation to the very rich, and the very rich in relation to the rich. But 
this tendency toward the telescoping of income groups, brought about 
by the levy of progressive taxation, has small significance in relation to 
sacrifice. The very rich are still richer than the rich, and the rich continue 
to have more than the well-to-do. 

All this is not put forth as a denial of the existence of sacrifice in 
taxation. A person who is over-taxed in relation to others of the same 
status bears a sacrifice. The very poor who pay a general sales tax on the 
necessaries of their existence clearly sacrifice to make this payment. A 
whole community may bear a sacrifice in that the people pay taxes and yet 
do not receive in return governmental services of equivalent worth. The 
argument here is not directed to these instances of sacrifice but rather 
to the sacrifice concept in its various interpretations as a justification for 
the levy of personal income and inheritance taxes at graduated rates. 

In order to examine the third requirement for the sacrifice theory of 
progressive taxation, we shall have to accept the first two for purposes of 
this inquiry. This last requirement is that the sacrifices arising from the 
payment of taxes shall be capable of quantitative expression.* Perhaps 
this requirement should be explained with reference to the various sacrifice 
theories. The theory that the sacrifices of all taxpayers should be equal 
conveys within itself the idea of quantitative expression. The sacrifices 
cannot be equal, save as quantities. My sacrifice cannot be equal to yours, 
in any other than a quantity sense. 


Ample support for this requirement is to be found in the literature of taxation: 
Gerhard Colm, “The Ideal Tax System,” Social Research, August, 1934, New School for 
Social Research, New York City. 

_ The principle of taxation corresponding to the social-liberal ideology is that of ability, 
t equal, proportionate, or minimum sacrifice. The idea is that taxes should be so assessed 
as not to disturb the stratification of incomes measured, however, not in money but in 
some utility unit” (p. 326). 

H. G, Brown in The Economics of Taxation, Holt, points out (p. 199) that the con- 
‘tpt of equal sacrifice means “‘to impose an ‘equal’ amount of ‘sacrifice’ on all taxpayers.” 

Essentially the same idea made with respect to the theory of least sacrifice is to be 
found in Pigou, A Study in Public Finance, p. 75. 
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The theory of least sacrifice realizes its end by progressive reduction - 
of the larger incomes. The quantity of sacrifice by this method of sub- a 
traction is found to be less than that following from the taxation of all ex 
incomes. In order to obtain such a result, the sacrifices of the relatively 
few at the upper end of the scale must be totalled for comparison with the th 
sum of sacrifices that would be suffered by the taxation of all incomes. th 
In no other way is it possible to know which method will yield the least the 
sacrifice. An individual may know that one pain is greater than another, Re 
though, as Sir Josiah Stamp remarks, “it is very difficult for a man to say va 
quantitatively that one boot pinches three times as much as the other.”* for 
But where different persons are concerned, as in the instance of equal sacri- att 
fice, it cannot be said that one group bears less sacrifice than the other except Sac 
by a comparison of the quantities of sacrifice borne by each. the 

The theory of equal proportional sacrifice seems, on its face, not to a 
involve a quantitative expression of sacrifice. In this view, the test for be 
distribution of the tax burden is the proportion. It would appear then that 
the sacrifices of taxpayers might be proportionately equal without being _ 
quantitatively equal. And so they might, if there were as many tax fates the 
as individuals. In that event—given the necessary degree of insight—the — 
tax payments might be adjusted so that the sacrifice borne by each individual aan 
would be in a given proportion to his income, and the quantity of sacrifice — 
would nowhere come into consideration, only the proportion. mat 

But, even if the needed information on sacrifice were available, taxes fore 
could not be laid on an individual basis. There could not be the thousands =. 
or perhaps millions of rate combinations that would be required if each = 
individual’s payment were made to represent proportionately the same Phi 
sacrifice that every other individual’s payment would represent. At most, mt 
even with full use of the device of graduation, relatively few rates can be ries 
levied, and these must be imposed in relation to size of income, soutce, or theo 
other large general considerations. of 

What does it mean then, in practice, to lay a tax according to the mod 
principle of equal proportionate sacrifice? Simply this—if the principle meni 
is to be followed—all persons within each income classification must bear <2 
the same quantity of sacrifice. Otherwise, the equality of the proportion am 
would fail of realization. Thus if A and B each have a taxable income of capa 
$100,000, to which the same schedule of graduated rates is applied, their wan 

sacrifices must be quantitatively equal in order that they may be propor _— 
tionately equal. Furthermore, as among income groups, the quantity 0 wey 
sacrifice borne by each must be computed in order that the graduation shall ~—o 
impose a proportionately equal burden on all the groups. Taxation, a sul 
cording to the principle of equal proportionate sacrifice, cannot, in practice Pi F 
escape the quantitative determination and comparison of sacrifices. In that spe 


* Josiah Stamp, The Principles of Taxation, Macmillan, London, 1921, pp. 53-54. 
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respect, it is linked to the other theories. All three theories of taxation 
according to sacrifice rest, therefore, on the same basis—the quantitative 
expression of sacrifices. 

We have been at some pains to examine the foundation for the sacrifice 
theory of progressive taxation. It is only by so doing that one can get behind 
the screen of impressions that the sacrifice concept interposes and examine 
the reality. The verdict on the sacrifice theory, however interpreted, is clear. 
Reasons for doubting two of the three essentials on which this theory 
is founded have already been given. The third fares no better. The reason 
for this finding is simple. Individuals differ in their complement of feelings, 
attitudes, responses. No two of us are alike—identical twins excepted. 
Sacrifices are relative to the individuals that experience them. They are, 
therefore, not possible of expression in quantitative units of the im- 
personal sort needed if the sacrifices of persons or groups of persons are to 
be compared. 

If we examine Professor Seligman’s variant that ability to pay is an 
amalgam composed of the sacrifice of paying taxes and the ease with which 
the money was obtained, the same results are obtained. The points made 
respecting application of the principle of declining marginal utility to 
money, and the existence of sacrifice in progressive taxation hold for this 
view also. And the ease of obtaining money is clearly as much an individual 
matter as the sacrifice of parting with it. My ease and your ease cannot, there- 
fore, be reduced to comparable units more than our respective sacrifices 
can. Sacrifice whether pure or an amalgam is not possible of reduction to 
quantitative expression. 

Perhaps it will be helpful at this point to compare the theory of sacrifice 
in taxation with that of marginal utility in economics. This comparison 
is more than apt; it is exact. Indeed, as has been observed, the sacrifice 
theory of progressive taxation is but the reflection of the economic principle 
of marginal utility. The sacrifice of parting with the generalized com- 
modity, money, is held to be less as the amount increases, but this state- 
ment of the matter for purposes of taxation, is but a derivation from the 
economic principle that the utility of a commodity per unit declines with 
an increase in its supply. It is, therefore, relevant to ask whether utility is 
capable of quantitative expression. As has been noted, the concept of 
utility, including its refined statement in the theory of marginal utility, 
was developed to explain the purchases of individuals in the market for 
consumable goods and services. Why do they buy, and more particularly, 
why do they buy more as prices fall and less as prices rise? The theory states, 
in substance, that each individual buys according to his wants and purchas- 
ing power, and that, in general, his desires for any one good are satiable. 
Consequently, his purchases of additional units depend on the payment of 
a lower price. Since the desires of each in relation to his means for satisfying 


| 
| 
t 
y 
t 
to 
Of 
at 
g 
he 
al 
ce 
xes 
ds 
ach 
me 
ost, 
| be 
, of 
the 
iple 
bear 
tion 
e of 
heif 
por: 
y or 
shall 
ace 
ctice 
that 


100 M. Slade Kendrick [March 


them are individual, there can be no quantitative or social expression of 
marginal utility. My desire being in relation to me cannot be added to your 
desire which exists only in relation to you. There is then in the concept 
of marginal utility from which the doctrine of sacrifice was derived no 
warrant for quantitative expression or comparison.” 

It is time now to summarize the conclusions that have been reached 
respecting the sacrifice theory of progressive taxation, the foundation of 
the ability-to-pay theory. The sacrifice theory has been shown to rest on 
(1) the declining utility of money accompanying an increase in its supply, 
(2) the sacrifice involved in the payment of taxes, and (3) the quantitative 
expression of that sacrifice. All these supports are required if the theory 
is to be sustained. No one can be missing. All have been found defective. 
With the support of its underlying theoretical structure removed, the 
ability-to-pay theory of taxation breaks down. 

The collapse of a theory raises, of course, the question of what happens 
to the things that have been done in its name. Graduated taxes both on 
income and inheritance have been imposed widely not only in this country 
but throughout the world in the belief that these levies were justified by 
the doctrine of ability to pay. The chief question, therefore, which arises 
in this connection is whether the defection of the ability-to-pay theory 
undermines the basis for graduated taxation. 

The answer is clearly in the negative. The passing of the theory of ability 
to pay means that graduated taxation can find its support in the solid 
substance of reality. By way of deducing a principle on which it might 
rest, let us see what graduated taxation does.* Clearly, as incomes and 
inheritances grow greater, the possessors thereof must pay more to the 
government. They have, therefore, progressively less of the increase for 
their own uses. Money, whether received in the form of income or in the 
lump amount of an inherited share, may be spent for the various purposes 
of consumption, or may be saved and invested. Since a greater proportion 
of large incomes and inheritances is saved than of small, the effect of 
graduated income and inheritance taxation of the kind we know in this 
country is chiefly on savings and investment. Why not say then that these 


*This statement is not made in forgetfulness of the work that has been done by 
Professor Irving Fisher on the problem of measuring marginal utility. That work, for 
various reasons, is believed not to bear upon the issue examined here. In this omission, 
no criticism is intended. See Irving Fisher, “A Statistical Method for Measuring ‘Marginal 
Utility’ and Testing the Justice of a Progressive Income Tax,” in Economie Essays con- 
tributed in honor of John Bates Clark, Macmillan, New York, 1927. 

An economic analysis in line with that given here may be found in H. J. Davenport, 
The Economics of Enterprise, Macmillan, New York, 1922, ch. 8. See also the essay in 4 
footnote beginning on p. 387 ' 

*In strict logic, one does not accept a principle and then look for its supports. This 
injunction is particularly to the point when the basis on which that principle rests has 
been removed. The exposition at this point simply follows a short cut. 
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taxes are on the ability to save, for that is their economic effect?® On this 
basis, a proposal to increase or to decrease the rates of income and inherit- 
ance taxation would be examined in relation to what it does, not in relation 
to the hypothetical consideration of sacrifice, which, in practice, has never 
really been used anyway save as a vague and general justification for what- 
ever graduation was advocated. 

There may be other bases on which progressive taxation could rest. The 
thought here is not to explore all possible foundations, but simply to show 
by example that progressive taxation need not be based on the ability-to-pay 
theory. But whatever support may be indicated and related to the rate 
structure, it is important that graduated taxation shall be founded on the 
broad realities of the economic system, and not on the thin nebula of 
hedonism in reverse. Then decisions as to the use of such taxes can be 
governed by economic considerations. Taxes are imposed by collective 
action. They have economic effects; and these effects, in turn, entail conse- 
quences for the society levying the taxes. The choice of the taxes to be laid, 
and the rates at which they are to be applied expresses, therefore, a prefer- 
ence for one set of economic effects and hence of social consequences to 
another. Such are the facts. The theory should correspond. 


M. SLADE KENDRICK 
Cornell University 


* Professor Pigou (pages 77-80 of A Study in Public Finance) broadens the concept of 
sacrifice to take into account the effect of progressive taxation on saving, and the con- 
sequences following from that effect. Thus he holds that a check to capital accumulation, 
brought on by progressive taxation, may result in lower real wages. He concludes that 
“the principle of least sacrifice points to a system somewhat more merciful to the rich 
than the canon of equi-marginal contemporary sacrifice would command.” 

But how far can the meaning of sacrifice be extended? That is the question for purposes 
of this analysis. If the indirect and remote effects of a taxation policy are to be described 
in terms of sacrifice, then all ill effects of any public policy, taxation or other, are “‘sacrifices.”’ 
It would seem that such extension of the meaning of sacrifice robs it of the sense in 
which it is understood in ordinary usage. The meaning of a word cannot point to some- 


thing in particular, and at the same time include general considerations of an extraneous 
nature. 
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Industrial Inquiry and Sectarian Dogma 


A review, I take it, belongs to the realm of chance. One who hazards a book 
ought to accept without cavil whatever judgment the lottery decrees. For, if one 
response damns him for sins never committed, another credits him with accom. 
plishments left undone, and praise and blame are likely to achieve balance at 
exactly zero. It is, therefore, perhaps enough to dismiss Mr. Mund’s review! 
with the statement that, apropos of Price and Price Policies, the reviewer has 
put his intellectual universe on display, and to take exception to the irrelevance, 
But the vice he exploits—of measuring another’s work by the yardstick of per. 
sonal conviction—is popular enough, even to these learned pages, to warrant a 
general word of protest. 

At his disposal the reviewer has a kit of ingenious tools. What he can do 
with them—within the integrity of his office—is limited only by his skill in 
their use. His real task is to meet the author upon his own grounds and to assess 
performance in terms of what is undertaken. It is fair to challenge the character 
of the venture, to dispute its assumptions, to take issue with its method; for 
articles of faith are the ideal stuff of controversy, and if they were fixed, polemic 
would flow in a very thin stream. But to insist, as Mr. Mund and his kind habit- 
ually do, that “yours is a bad book because its findings are not in accord with my 
postulates,” is to forsake the critic’s chair for the pulpit. It is to indulge a non 
sequitur, distort judgment, and turn appraisal into sheer malediction. 

To take the instant case, Price and Price Policies is devoid of merit because 
it is not cut to the reviewer's design. Its dominant fault is that it does not fall 
into harmonious accord with a system that is tight, sound and Mundian. In a 
world of black and white the dichotomy of “competition” and “monopoly” is 
the great economic ordinance and all our findings should be pent up within its 
severities. The reviewer looks at our series of clinical reports. Not one single 
industrial pattern accords with his norm of competition; not one accords with 
his norm of monopoly. Ergo every one of the authors has “confused” the two 
categories. He offers no explanation of the parallelism of error which six 
separate persons have managed to achieve. Nor does he account for the consistency 
with which through varied industries and diverse authorship the confusion is 
sustained in its fallacious integrity. Is an act of God, sheer happenstance, or 
conscious conspiracy at the bottom of the matter? 

To such a charge our only defense is confession and avoidance. The world 
out of doors offers no norm of competition or monoply; if theory be invoked 
to supply the deficit, it is possible, with equal plausibility, to hypothecate a score 
of unlike standards. In fact competition and monopoly are the kind of concepts 
which in the law are called “wousins” ; that is, bundles of elements which vati- 
ously may be put together.? Our very attempt was to get behind such imponder 

* Am. Econ. Rev., Dec., 1938, pp. 818-820. 

*Mr. Mund received and ignored his warning: ‘Thought cannot be pent up within 
rigid verbal symbols; its communication is rather a matter of idomatic speech. A meaning 
that carries from mind to mind lies in the association of ideas through the words of the 
flexible sentence.”"—Price and Price Policies, p. viii. It was, in the book, impossible to escapt 
the words “competition” and “monopoly,” but the attempt was made to have the context 
endow each use with its specific meaning. Confusion is of the eye as well as of the page: 
and is it not the duty of the reviewer to inquire diligently why he is confused by that whict 
to others is not in the least confusing? 
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ables to the particulars out of which the ways of order of a number of industries 
are specifically fashioned.* As a result there emerge usages and arrangements 
which converge upon automobiles, tires and gasoline, upon cotton-seed and 
dresses, upon whiskey and milk, to give to the respective industries identities 
as distinctly defined as the characters of a play. In each industrial design, woven 
into the fabric of going habits, are elements alike of rivalry and of restraint. The 
matter is far more serious than the reviewer — for the authors’ fault of 
confusing competition and monopoly is shared by the industrial system. It is 
only in the icy stratosphere of abstraction that such an economic dualism of good 
and evil is preserved in its pristine purity. 

The same invocation of personal ultimates shapes the detail of the review. 
The shortcoming of “‘cotton-seed”’ is that findings are not regimented into the 
grooves which deduction from principle would have them take. The fault with 
“automobile tires” is that a wrong lead shunts the industry into a mistaken cate- 
gory. “Identical bids,” rather than the Goodyear-Sears Roebuck contract, should 
have provided the thread on which the discussion is hung. To the reviewer it is 
of no consequence that the contract leads into the subject and identical bids away 
from it. Identical bids are the response of industry to the purchasing policy of 
the government; their appearance in tires reflects a pattern that is general; the 
unique institution moves horizontally across industrial frontiers; it imposes no 
distinctive stamp upon the subject of study. The sin with “gasoline’’ is that it 
fails to pounce upon a monopoly reincarnate. A printed book, a bit of hearsay, 
a peculiar local custom, an urge of his dialectic perhaps, turns up, e pluribus 
unum, a hanch—and the intricate and colorful empire of oil must perforce be 
crowded into the pigeonhole “follow the leader.’’* The sole difficulty is that the 
mass of testimony reveals no such bogie-man. If under duress one had to find 
the villain in the mid-Continent field or face a firing squad at sunrise he could 
only smother scruples and name an exceedingly resourceful independent. But he 
could not suppress the mental reservation that so tangled a reality cannot be 
reduced to so question-begging a simplicity. 

But, without more ado, it must be frankly admitted that our findings will not 
bear reference to Mundian norms. For by such a standard departures from the 
reviewer's understanding are per se palpable untruths irrebuttable by recitation 
of fact. Our volume has been some years in the making; we have had access to 
unusual stores of unpublished materials; the several manuscripts have been 
passed in critical review by public officials, by parties to the industries, by students 
of economics far apart in doctrine. In a careful consideration of all plausible 
alternatives, hypotheses have been painstakingly shaped to the facts. In the process 
almost every concrete truth with which Mr. Mund routs falsehood was Jeiber 
ately discarded because it could not sustain the weight of the evidence. All of 
this is to him of no avail; for the end of the study does not turn up the principles 
ne could have laid down at its beginning. This is not to say that his insight, 
without benefit of the documents or necessity for probing, may not be nearer to 
Verity than anything we have discovered; for the painstaking way of industrial 
inquiry has taught us how elusive is even a fragment of truth. Research must, I 


‘It is obvious that where the very purpose of the inquiry is to discover the ways of 
price-making, the use of a methodology which holds within itself the patterns which must 
merge in question-begging. 

“In his piece Mr, Mund repeatedly accuses the authors of ignoring or overlooking what 
deliberately rejected. Note throughout the review the words “overlooks” and “‘con- 
‘uses,” the inevitable clichés of the reviewer who is baffled by his book. 
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take it, bow before revelation; and after all what are conclusions distilled from 
vagrant data against the ipse dixit of one at peace with the absolute? 

The bother with this sort of reviewing is obvious. It substitutes a test of faith 
for a measure of performance. It is not the detail of our work or even our con. 
clusions which really draws Mr. Mund’s fire. It is rather that his spirit is pro- 
voked by the outrageous character of our venture. His thrusts come, not from the 
workshop where the watch-word is “peradventure,” but from the depths of a 
system of theological dogma. We have discussed rayon as a factor in the demand 
for silk, made “price the point upon which all that is order and disorder in an 
industry converge,” handled data within their habitat of time, place and an im. 
pinging culture’—and, by the tenets of his economic sect, it just isn’t done. Mr. 
Mund demands the security of an established system. His universe—far older 
and more reputable than its economic statement—is one of order, maintained by 
laws, and disturbed here and there by personal iniquity. In respect to it the 
primary task of the economist is to formulate a truth which is as universal as 
it is functionless. A secondary obligation—since reality must have its formal 
nod—is to essay an occasional witch-hunt. So, entrenched within his blueprints, 
fortified behind his pigeon-holes, he can sally forth now and then against some 
villain who employs monopoly against the economic peace. He can even if need 
be venture into the wide, wide world—and diligently shape to the contours of 
his concreteless concepts the facts he captures. But a mere recitation of actuality 
can never do more than lend support to a verity that rises above data. In cate. 
gorical comfort the reviewer sits ; his tolerance balks at a venture which—to quote 
our preface—refuses to impress upon industries conceptual schemes “however 
reputable” and insists upon allowing each to reveal its own distinctive pattem. 
To him description is all right in its humble way so long as it remains mere 
description; but for description to become analytical is sacrilege against the 
throne whose lawful occupant is Theory. 

Thus the instant case commands attention as a fair sample of its numerous 
kind. A faith that has no place for other faiths sits in judgment. It would fetter 
with its own dogma al! who take the way of inquiry. In other domains, especially 
the physical sciences, theories are repeatedly revised or contrived afresh to take 
account of newly discovered facts. In the social studies there is a host of hones 
workers who are willing to don overalls, do exciting drudgery, and shape findings 
to reality. Their emergent work, from tentative hypothesis to tentative hypothesis, 
is at once descriptive and analytical, factual as well as theoretical. But in the 
philosophy of Mr. Mund and his kind there is no place for such things as a0- 
other set of postulates, concepts fashioned out of concretions, the joyous ride 
into the aa the story of how it all came about, the mores of industries, the 
usage that becomes an institution, the spirited inquiry that raises more questions 
than ever it answers.® A study of industrial folk-ways is taboo because the folk- 
ways of a fundamentalist faith forbid. In the social studies the pictures of things 


*“A writing . . . that leaves out of account the results that are to be had only through 
the exciting drudgery of first-hand contacts, that smothers state of opinion, everyday be 
haviour, and intangibles beneath abstract category and abstruse statement is untrue to thit 
which it professes to depict." —Price and Price Policies, p. viii. 

*The character of our venture, its postulates, its method, its purpose ate as explicitly 
set forth as they are completely ignored by the reviewer. It is amusing that every sin of 
ignorance set forth by Mr. Mund is in the most explicit terms and with recitation of reasons 
disavowed at the beginning of the book. See Price and Price Policies, pp. vii-ix, 1-26. In 
short, the reviewer runs past every one of his signals. 
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often bear more resemblance to the method of work than to the subject of in- 
quiry;’ in other domains a warning is in vogue not to superimpose a priori de- 
signs upon observed facts. The Mundians would root out all heresy by turning 
the caveat into a command.® The way of inquiry can never compete with eco- 
nomic theology in glibness of statement or jw are of finding. Its fragment 
of understanding may make no appeal to souls who would have absolute truths 
at bargain prices. It can never, so long as a turbulent industry is headed for the 
great unknown, be definitive. As a cosmology it can never aspire to the heights 
which speculative effort attains with such ease. But are its results to be con- 
demned because they do not fall neatly into the stereotypes which a sectarian creed 
has ordained for them? 

It is not to the discredit of the reviewer that Price and Price Policies is not 
for him. As a man of probity, scrupulous about doctrinal points, he is quite within 
his rights in refusing to have commerce with persons who engage in so scandal- 
ous an enterprise. If he should stray beyond his native intel'ectual heth, he 
would discover that in these United States all economics is not of a kind. Of the 
craft Mr. Dooley could have remarked, as he did of the philosophers, ‘Th’ 
metaphysical union is divided into minny camps and ivery mimber is a walkin’ 
diligate.” We have concealed our differences so poorly that even the United 
States Supreme Court has learned of our schisms, and has spread it upon the 
pages of the Reports that “there are few, if any, questions in political economy 
about which entire certainty may be predicated.” In the physical studies it is now 
axiomatic that one knows about so elementary a thing as matter only in terms of 
the specific questions which have been asked about it. In the social studies a 
rising opinion has it that concepts, principles, abstract statements have meaning 
only in respect to the concretions out of which they emerge. Back of this attitude 
lies an appreciation of the hopeless muddle which ensues from carrying over 
general terms—however severely the mind without experience may define them 
—from instance to unlike instance.® Such an attitude is now quite respectable in 
law, where it is elementary that until cases have become abundant “the major 
premise should be left inarticulate”; and although in intellectual awareness 
economics lags a bit, it is there not without a reputable foothold. But, to para- 
phrase Carl Becker apropos of his owr. work and history, “if what we have done 
in Price and Price Policies is not economics, we are willing to call it by any name 
that is better.’” But we challenge the jurisdiction of any reviewer who professes 
economics as a science and practices it as a theology. 


"Other reviewers have pointed out that the studies in the book made it impossible for 
economists hereafter to reduce the process of price-making to a single glib abstract state- 
ment. Mr. Mund’s criticism is that the cases recited in the book do not fall into his rather 
simple a priori design. 

To Mr. Mund’s credit be it said that his practice conforms to his preaching. In his own 
writing his method holds within itself the direction of his argument to results which are 
wish fulfillments. See, e.g., “Prices under Competition and Monopoly,” Q.J.E., XLVIII, 
PP. 288-303. Note also in this article that his “competition” and “monopoly” are simple, 


an ponderable, referenceless entities, almost untainted by concretion or errant indus- 
trial fact. 


In the law the technique of postulates driven to conclusions by logic has long had hard 
pid jurist is aware that, as concerned with human affairs, any set 
postulates is at worst arbitrary and at best “convenient.” He knows, too, the trickery of 


re pushed beyond their concretions and the frailties of logic as an instrument of 
judgment. 
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Description may be description, and theory, theory; and never the twain shall 
meet. But surely the man doomed to overalls is to be indulged his look to the 
heavens. To some of us it is not given from on high to isolate the subject of 
study from the cosmos which gives it life and meaning, to capture in frigid de. 
tachment from its culture the oneness with eternity that lies within it, or even to 
breathe the rarified atmosphere in which referenceless absolutes move toward the 
great incorporeal synthesis. We of the lesser gifts, after years of effort, may dis. 
cover only a little something about how a very few prices are made, whereas our 
brethren of the larger understanding can in a single facile recitation explain how 
all prices are made. And, if these very few fail to behave according to the laws 
the Munds have made up for them, are the sins of the phenomena to be visited 
upon the heads of the lowly grubbers after reality? An authority far older than 
any economic faction—liberal or hardshell—enjoins charity upon those rich in j 
the higher understanding. So, out of gracious compassion, should not those who 
walk with the Infinite in everlasting Truth extend a morsel of mercy to those 
who must toil long and hard for a little light? And, even in an economic order 
in which everything is beyond any doubt whatever, ought not the door of inquiry 
to be kept open, just a little bit, for those foolish enough to take it? 

WALTON HAMILTON 

Yale University 


Comment by Professor Mund 


In replying to Professor Hamilton’s rejoinder to my review of Price and 
Price Policies, first of all, I should like to call attention to that part of my review 
in which I said, ‘The studies in this volume make available a rich store of 
concrete, factual material on the methods, customs, and arrangements of industry 
which will be of wide interest. For this excellent service the authors are to be 
congratulated.” In no place did I say, or did I intend to imply, that the book “is 
devoid of merit,’ or that “yours is a bad book because its findings are not in 
accord with my postulates.” 

The rejoinder of Mr. Hamilton makes little specific reference to the points 
raised in my review. He observes that ‘almost every concrete truth with whic 
Mr. Mund routs falsehood was deliberately discarded because it could not sustain 
the weight of evidence.” Surely it would have been wise and socially useful, in 
my opinion, to have presented the evidence which the authors found which caused 
them to discard widely held truths. According to Mr. Hamilton, not one single 
industrial pattern described by him and his associates accords with my norm o! 
monopoly. I must disagree with this statement; for insufficient facts are pre 
sented to reach a conclusion. In my view, monopoly is not the absolute norm 0: 
Elizabethan type; it is rather always limited wep: Se Hamilton says further 
“It was, in the book, impossible to escape the words ‘competition’ and ‘monopoly. 
but the attempt was made to have the context endow each use with its specific 
meaning.” I agree, but repeat that the context reveals to me concepts which fai 
to characterize the problems involved. 

Mr. Hamilton in his rejoinder argues that my concepts and principles do nv 
fit the concrete realities of the business economy—that they are “referenceless 
and based on “revelation”; and that in my treatment “a priori designs” 3 
imposed upon observed facts, so that in the investigation of empirical data my 
approach (and that of my kind) results in “wish fulfillments.” I should like 
observe that theory to me is but an abstraction of the concrete. Theory !s simp 
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an explanation of concrete facts. If any economic principle used in my review 
of Mr. Hamilton’s book cannot be supported by the facts, I shall want to recant 
at once. 

Regarding the statement that I and “my kind” study concrete data with “a 
priort designs” so that the results are mere “wish fulfillments,” I submit the 
view that scientific investigators do approach concrete data with an attitude, 
conscious or unconscious ; for research can be directed only by tentative hypotheses. 
With new or different approaches, or with newly discovered discrepant facts, 
however, theories must and should be revised. Mr. Hamilton surely is aware 
that tentative hypotheses used in directing an investigation usually are the results 
of previous empirical investigation and need not be a priori. 

Mr. Hamilton says that my “tolerance balks at a venture which refuses to 
impress upon industries conceptual schemes ‘however reputable’ and insists upon 
allowing each to reveal its own distinctive pattern. To him [Mund] i is 
all right in its humble way so long as it remains mere description—but for descrip- 
tion to become analytical is sacrilege against the throne whose lawful occupant is 
Theory.” I readily admit that the great dissimilarities of different industries— 
products, customs, usages, locations, marketing procedure, etc.—all do make 
industries as “distinctly defined as characters of a play.” But, and here is an 
essential point, when one makes concrete studies of price data and pricing policies 
he finds (as recent studies have shown) a striking unity and similarity of gen- 
eral principles. Thus, descriptively, zone price systems and single and multiple 
basing-point plans are different, but analytically they may be explained as species 
of the same genus. 

It is my view that description to be useful at all must become analytical and 
so suggest some explanatory concept or principle. And if Mr. Hamilton and 
associates had, in fact, presented data regarding prices and price policies in the 
selected industries and had, in fact, analyzed them, I should have been most 
satisfied. However, as I stated in my review, there is a disappointing absence of 
actual data on prices. The zone price system of tires, the price uniformity of 
cotton-seed oil, the basing-point plan in cotton-seed meal, etc., are neither de- 
scribed in detail nor analyzed in principle. Since competition and monopoly have 
their significance in terms of price, one wonders how Hamilton and associates 
can generalize that each of the seven industries considered is ‘intensely com- 
petitive.” 

Despite the affirmations of Mr. Hamilton to the contrary, I should be among 
the first to insist that theory must be an abstraction from the concrete. When Mr. 
Hamilton and associates say, for example, that the basic norm for the retail price 
of gasoline is “the sum of the refinery price, freight and terminal charges, the 
margins for jobber and retailer, and the gasoline taxes,” but then state that “the 
refinery does not post quotations,” and fail to mention the divergent refinery net 
prices which exist because of freight absorption, local price wars, etc., can it be 
said that their “norm” is a generalization based on facts? My criticism of 
Hamilton's book was based essentially on the incomplete treatment of prices and 
price policies. 

The professed desire of Mr. Hamilton and associates to study concrete eco- 
nomic data, and to distill concepts and principles therefrom, is one, I am sure, 
all members of our craft approve. Along these lines it is hoped that we may all 
proceed with ceaseless effort. 


VERNON A. MUND 


University of Washington 
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Mr. Abramson’s “Cost of Production and 
Normal Supply Price” 


The article ‘‘Cost of Production and Normal Supply Price” appearing in the 
September, 1937, issue of the Review involves several misapprehensions which 
make some of its contentions more imaginary than real. 

(1) The whole analysis neglects explicit recognition of Wieser’s law, or the 
theory of opportunity costs (/.e., that costs are equal to the value of displaced 
alternatives), which even for normal price analysis is applicable. (See the nu- 
merous writings of Knight, Robbins, and others on this point.) Using oppor- 
tunity costs, whether fixed factor supplies are assumed or not, the supposed 
difficulties having to do with “real costs’ (as pain of sacrifice costs) as opposed 
to expenses disappear. Had Mr. Abramson had this in mind, he would never 
have written, “To write . . . of the services of the entrepreneur as having a 
cost equal to that which he could earn as a hired manager implies some meaning 
beyond expenses” (p. 473). The whole contention of contradictions between 
real costs and expenses thus becomes purely imaginary if we substitute for “real 
costs’ simply opportunity costs. 

(2) The article seems confused over the matter of average and marginal costs. 
It appears to neglect the fact, if we take the language literally, that all average 
cost curves may of necessity have accompanying marginal cost curves which are 
determined on the basis of a simple mathematical relationship, and do not depend 
for their existence upon “‘real costs,”’ “fixed costs,” “rent as a surplus over cost,” 
or “accounting systems’’ as is alleged in various places. Average cost and mar- 
ginal cost may be identical, as Mr. Abramson points out, but only at the point 
of equilibrium output for the individual firm under conditions of perfect compe- 
tition. If we were interested only in such situations, we could consider Mr. 
Abramson’s point as well taken. However, he seems momentarily to have for- 
gotten that the fundamental object of competitive equilibrium theory is the 
development of tools of analysis for use in other contexts, and that it cannot be 
doubted that the marginal cost analysis and its recently developed marginal 
counterpart, that of receipts, have been most fruitful tools in important works, 
some of which are even cited in the article under discussion. The stricture that 

. we must eliminate the use of the term marginal costs in equilibrium situa 
tions . . .” (p. 475) is particularly objectionable when one has in mind the 
recent contributions in limited competition analysis. If Mr. Abramson objects 
to equilibrium analysis 7 toto, that is quite another matter. 

(3) As to Mr. Abramson’s main contention—that average cost is equal to 
(‘‘determines”’) price in the perfectly competitive (long-run normal) equilibrium 
—I am in perfect agreement, subject to the proviso that it is average cost to the 
industry, a matter which he never makes at all clear. Marginal cost to the industry 
(the rate at which total cost to the industry increases as output increases) would 
be a useless tool here, though in monopolistic or monopsonistic competition even 
this marginal cost becomes useful. That average cost to the industry is equal to 
lowest average cost to all the firms in it (which I take to be Mr. Abramson’s 
corollary, though it is nowhere clearly stated) was definitively argued by Knight 
in Risk, Uncertainty and Profit twenty years ago, and he was not and did not 
claim to be original in the matter. The most appropriate short citation is on pp. 
121-122. Dealing with the case of increased demand, he says, “Of course, if 
competition exists the price will go up uniformly to all producers, aad it goes 
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without saying that the cost of all units of the supply is the same.” (Italics mine.) 
He adds in a footnote: “Economic literature is full cf the contrary assumption, 
but it is a definite error, in dealing with long-time normal price. The existence 
of differences in costs in different establishments in an industry is proof, when 
not due to differences in accounting practice, that the competitive adjustment is 
imperfect. The current conception of marginal cost necessarily falls away through 
the same reasoning.” But almost the whole of Parts 1 and 2 of this book apply, 
since the argument is extremely lucid and integrated, and the method elegantly 
suited to the task; that is, costs are regarded as displaced alternatives (opportunity 
costs). 

With respect to what appears to be Mr. Abramson’s main contention then, the 
ground is already well covered, and I was under the impression that the case 
need be argued no further (except perhaps against any of those recalcitrant 
writers of elementary texts who have strayed from the fold). My chiding the 
absence of any explicit recognition of opportunity costs is not because the op- 
portunity cost doctrine affords a method of discovering marginal cost, but because 
it is, if this really is Mr. Abramson’s main contention, the method preéminently 
best suited for proving it! 

(4) If, then, Mr. Abramson means that average cost for the industry equals 
(‘determines’) price, and that lowest average cost to every firm in the industry 
is also equal to price, we agree perfectly. But because this is so, marginal cost to 
the firm need not be discarded as a useless device, not even if in the position of 
stable equilibrium for the firm marginal cost is equal to average cost for the 
firm and to average cost for the industry. It is absurd to argue, as Mr. Abramson 
does in his article (p. 471) that average and marginal cost cannot be distinguished 
because “in the normal state marginal cost has become a quantity identical in 
magnitude with average total unit cost.” To do so confuses a single point common 
to the U-shaped curves with the curves themselves. Obviously to say that average 
cost “determines” price, if average cost to the firm is meant (and the article 
does not tell us what is meant), is to fail to identify the equilibrium point entirely ; 
by this token any or all points on the U-shaped cost curve would be equilibrium 
points at one and the same time. What is significant for the firm is that point at 
which lowest average cost equals price, the point at which marginal cost to the 
firm is equal to average cost to the firm. Now to maintain that marginal cost has 
no meaning to the firm and that it cannot be identified is tantamount to saying, 
as Mrs. Robinson has emphasized, that firms do not aim to or are not able to 
maximize their gains or minimize their losses—which is after all denying the 
basic assumption of competitive economics. Is Mr. Abramson questioning this 
assumption ? 

A further reason for the significance of marginal cost is that the condition 
of marginal cost=price is the one indispensable for an optimum distribution of 
resources, which is the very end upon which a rational economic system is 
postulated. (For a recent short exposition of this point, see A. P. Lerner, Eco- 
nomic Journal, vol. 47, pp. 253-270.) The fact that marginal cost has a different 
meaning in disequilibrium than in equilibrium is a prime essential to this func- 


tion, and is not, as Mr. Abramson contends (p. 471 of his article) a condition 
which renders it Jess useful. 


Probably enough space has been devoted to matters which to most readers are 


familiar. By way of analogy, in no way impugning other parts of the article 
than those here discussed, it might be said that Mr. Abramson set out to cut 
4 certain tree, perhaps a rather ambiguous tree as he saw it, out of the forest 
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of economics. For his purpose, rejecting a stout and sharp axe, he selected a 
penknife, or perhaps several of them. But my contention 1s that that tree was 


not there anyway. 
ALFRED C. NEAL 


Brown University 


Reply by Mr. Abramson 


A careful reading of the criticism leads the author to the opinion that Mr. 
Neal misunderstands the point at issue. 

In “Cost of Production and Normal Supply Price’ an analysis is made of 
the proposition that the normal price of a specific — tends to equal 
its marginal cost of production, as part of an attempt to clarify the rdéle of ac. 
counting cost in the process of value determination. An endeavor is made to 
demonstrate the expense nature of supply schedules of particular commodities, 
the absence of any consistent and significant meaning to the words marginal 
cost in such schedules when they are normal ones, and the lack of any satisfac. 
tory method of identifying the marginal cost of a specific quantity of a good 
in equilibrium. Preference is expressed for the doctrine that the equilibrium price 
of specific commodities tends to equal average expenses of production. Marginal 
cost is believed to be significant in periods of change and an examination is 
made of some of the forces determining its quantitative character under those 
conditions. 

With this brief summary of the method and purpose of the article we may 
proceed to an examination of the criticism. 

(1) Mr. Neal offers the opportunity cost doctrine as a method of identifying 
the marginal cost in a normal supply schedule and believes this means of identif- 
cation neglected in the analysis. Such criticism is completely unfounded. Pro- 
fessor Taylor’s price-conscious producer (p. 472) is an attempt to solve the 
difficulty on the opportunity cost level and the objections raised to that solution 
apply to all other forms of the same method. 

(2) We are then presented a marginal cost derived from average “on the 
basis of a simple mathematical relationship.” It may be possible to conceive 
of such a marginal cost; but to be relevant to the discussion it must be shown 
how the concept enables the identification of the marginal cost of a particular 
quantity of a specific commodity in a normal situation; a marginal cost dis 
tinguishable from average in terms of expenses. Mr. Neal makes no attempt to 
do that. 

The argument then takes a peculiar turn. The conclusions of the article ate 
rejected because the reviewer believes their acceptance to mean the theories of 
limited competition could not have been developed. It is not clear how the 
theories of monopolistic and imperfect competition would be affected by the 
implications of the article; but, in any event, that is an entirely separate problem. 

(3) The assertion that Parts 1 and 2 of Professor Knight’s Risk, Uncertainty 
and Profit apply to the analysis present in the article is a patent misstatement of 
fact. Even the specific quotations miss the point because they reject the marginal 
concept on the basis of the postulates of competition and not on the basis used 
in the analysis in question (largely the expense nature of the schedules and the 
conditions of equilibrium). The levels of analysis are quite different in the two 
cases, and the conclusions are of different applicability. 
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(4) Mr. Neal’s confusion here arises from his failure to distinguish the cost 
curves of an individual firm, used in arriving at the point of maximum profit 
when all costs are not variable, for one quantity of output from the supply 
schedule of a commodity showing _— supply prices for all possible 
quantities. Marginal cost was rejected as a useful tool in the latter problem 
but not in the former problem. 

In view of the failure of Mr. Neal to recognize the point at issue it seems 
unnecessary to give any more detailed consideration to his comments. 


ADOLPH ABRAMSON 
Washington, D.C. 


International Balance of Payments Statements 


Several major difficulties are encountered by instructors in utilizing the inter- 
national balance of payments statement of a nation as a device in explaining 
the fundamentals of international trade. First, the beginning student is disposed 
to compare the statement to a balance sheet, instead of realizing that, if it bears 
any similarity to business accounting practice, the balance of payments resembles 
an income statement. Second, there is the tendency to think only of goods and 
gold as real payments, when in truth, services, securities, and bank credit are 
also economic goods and therefore have value in exchange. A third difficulty 
is that of accepting the assumption that (despite important omissions and mis- 
calculations) the ae 4 La of a nation must be balanced by the out-payments, 
since every sale leads to a claim on other nations; and, conversely, every claim, 
whether immediately exercised or i per gives rise to an eventual demand 
for the goods, services, credit, or gold of other nations. 


Finally, there is a common error not limited entirely to elementary students 


of the problem. Historically, gold has been considered the effective short-run 
factor and goods the long-run factor in maintaining an essential state of equi- 
librium among nations. In the light of present world conditions, it is more 
helpful to conceive of each item or each series of items as balancing factors in 
the international account. 

The usefulness of the international balance of payments statement as a peda- 
gogical device rests upon the recognition of certain limitations. The more im- 
portant of these are: 

_(1) The principle of the international equation of payments (the balancing 
of credits and debits) is merely a truism comparable to the assertion that within 
: single country the sales of commodities and services by one group must neces- 
sarily be balanced by the equivalent purchases of such goods and services by 
another group. (Hoarding and investments may be treated as postponed con- 
sumption. ) 

(2) Since, by assumption, the value totals of both debits and credits (elim- 
inating errors and omissions) must be equal, one side of the balance cannot 
increase Or decrease in terms of value without an equivalent or same direction 
change in the other side of the statement. Individual items on either side may, 
of course, move in opposite directions. Thus an increase in visible exports does 
not, even over a period of several decades, necessarily lead to a commensurate 
increase in visible imports. Latin American and other raw material producing 
countries have long maintained a “favorable” merchandise balance in order to 
pay for a large excess of invisible imports. 
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(3) Because of the multitudinous factors involved—and owing to the mani- 
fold restrictions over international commercial transactions now in force—it is 
impossible to predict, even for an intermediate period of time, in which items 
readjustment will take place. Merely because one item increases and another 
decreases does not mean that they are mutually counterbalancing. 

After allowing for the limitations stated above, it is still possible to make 
excellent use of the international balance of payments statement in illustrating 
certain basic principles of international trade. Despite severe artificial restrictions, 
the adjustment of price levels is still operative to some extent. Also, certain items 
in the balance of payments are more flexible than others at various periods in 
the commercial history of a nation. The recognition of such differences in flexi- 
bility, as determined by given sets of circumstances, assists in understanding 
current trade developments. Finally, changes in the totals of credits and debits 
are significant in disclosing the relative importance of international trade in the 
economy of a given nation and are, moreover, helpful in studying the effect of 
price movements upon international accounts. 

Victor E. VRraz 

Northwestern Universit) 


A Correction 


Our attention has kindly been called by Dr. Walter W. Heller of the Univer- 
sity of Wisconsin to one or two errors relative to deductions for net long-term 
capital losses in our article on the ‘Revenue Act of 1938” published in the 
September issue of the Review. In the second paragraph on page 452 we said: 
“Similarly, long-term capital losses are deductible only from long-term capital 
gains, .. .” In this sentence we were comparing and contrasting the regular 
method of treating net long-term capital losses with the treatment of net short- 
term capital losses. It would have been more nearly correct and less misleading, 
however, to have stated that the fractions of net long-term capital losses which 
were deductible from ordinary net income were the same as the fractions of net 
long-term capital gains which were added to ordinary net income, as indicated in 
the preceding paragraph. The careful reader should not be long misled, however, 
if he continues through the next two paragraphs which explain the alternative 
methods and which, in addition, quote the pertinent section of the law (Sec. 
117 (c)) ina footnote. 

It is obvious also that 30 per cent of 6624 per cent is 20 per cent and, there- 
fore, that the maximum deduction of net long-term capital losses permitted is 
20 per cent thereof, instead of 15 per cent as stated on page 454, line 2, due 
to a slip in checking. 

Roy G. BLAKEY 
Giapys C. BLAKEY 
University of Minnesota 


Review of Labor’s Road to Plenty’ 


(1) The reviewer states that “‘a few illustrations will suffice to indicate the 
doubtful material upon which Mr. Rucker seeks to prove his case.” 

In justice to your readers, the reviewer should properly have stated that the 
“doubtful material’ consists of the actual data on manufacturing industry t- 


‘ Am. Econ. Rev., Sept., 1938, pp. 568-569. 
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ported by the United States Census of Manufactures, the Income Tax Division 
of the Treasury Department and by the «eau of Labor Statistics, Department 
of Labor. And I believe it customary for reviewers, in such instances, to cite the 
source of more authentic and comprehensive data. 

(2) The reviewer appears to deny indirectly the conclusions drawn from the 
data cited above. Such denial implies that the reviewer possesses data equal in 
time-scope and coverage of industry which will support his exceptions to the 
author’s conclusions. Should he not cite these data? 

(3) The reviewer expresses amazement at the grouping of all manufacturing 
companies without reference to size in the measure of employment relative to 
going firms. This statement insinuates that the federal data sources cited above 
break down manufacturing industries by industry and by size of firm within the 
industry, and hence that the author is remiss in failure to go further with his 
analysis. The official data of government agencies are not so broken down; and 
the reviewer should have so stated. 

This author was at particular pains not to perpetrate the common error of 
selecting isolated manufacturing corporations and from the experience observed 
in those special instances, drawing conclusions applicable to manufacturing as 
a whole. 

(4) The reviewer states that ‘the major portion of industries selected to prove 
the futility of collective bargaining was largely free of collective bargaining 
during the period . . . especially true in boots and shoes, cotton textiles, glass, 
leather, railway repair shops, shipbuilding and silk and rayon manufacturing.” 

The reviewer is requested to cite the source of the data upon which this state- 
ment is based. Most of the employees and employers in those industries are likely 
to take exception in the absence of proof. 

(5) The reviewer wonders, “Should blast furnace workers and garment 
workers receive the same proportion of value added by manufacturing?” This 
statement implies that this author recommends that the same proportion be 
paid irrespective of industry, whereas the book specifically cautions the reader 
against such a conclusion. Footnote 9, page 179, reémphasizes this caution: 
“I caution the reader against interpreting this statment as a recommendation that 
all firms pay the national average of payrolls to marketable output (7.e., value 
added). The foregoing treats only of the principle . . . its application to indi- 
vidual plant situations is a technical matter beyond the scope of this book. Careful 
and objective review would avoid statements which are directly opposite those 
‘ontained in the work itself. 


ALLEN W. RUCKER 
Cambridge, Massachusetts 


Reply by Professor Warne 


Mr. Rucker should appreciate that it is not enough to claim that his conclusions 
rest upon government data. The government collects and publishes many figures, 
_ of which are not particularly relevant to the question of wages and em- 
ployment. 

My contention in the review was that of all the writers I have encountered in 
the field of wage theory he has the greatest capacity of assembling doubtful data 
‘0 prove his case. The inferences which he draws are, for example, not supported 
by such careful studies as those of Paul H. Douglas (The Theory of Wages) 
ind Millis and Montgomery (Labor's Progress and Problems, chs. 2-4). 
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In my review I alluded to the fact that “the major portion of the industries 
eoaest to show the futility of collective bargaining was largely free of collective 
argaining during the period, 1923-33,” the period which he studied. I am 
amaz.i that he should challenge this statement. Organization in the textile indus. 
try (including s' rayon) ranged between 1.7 per cent to 3.9 per cent of the 
gainful workers auring the decade. In boots and shoes and other leather manv- 
facturing fields, union organization dwindled from 15.7 per cent in 1923 to 
13.6 per cent in 1931 and was in 1953 but 26.3 per ceni organized. Among clay, 
glass, and stone workers, the unionized area ranged from 12.6 per cent to 18.8 
per cent. (Wolman, Ebb and Flow of Trade Unionism, pp. 224-7.) The failure 
of the shopmen’s strike of 1922 which involved 400,000 workers left this field 
largely non-union save for the eleven systems which, led by the B and QO, signed 
’ (Lorwin, American Federation of Labor, pp. 209- 


it is clear that Mr. Rucker has failed to make a case against these policies, He 
has also failed to suggest just how we can attain the “American” solution of 
receiving “individually and collectively precisely what we produce.” 
CoLsTON E. WARNE 
Amberst College 
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REVIEWS AND NEW BOOKS 
General Works, Theory and Its History 


Some Theoretical Problems Suggested by the Movements of Interest Rates, 
Bond Yields and Stock Prices in the United States since 1856. By 
FREDERICK R. MACAULAY. (New York: Nat. Bur. of Econ. Research. 
1938. Pp. xiii, 240, A351. $5.00.) 

Dr. Macaulay has attempted, not to formulate a definitive “theory of 
interest” nor primarily to criticize the theories of others, but to present for 
comparison the movements of interest rates, stock and commodity prices 
and measures of the general volume of trade, and to interpret some of the 
interrelations that the data seem to suggest. The task of selection, collec- 
tion, and statistical presentation was, by itself, a most formidable one; and 
much of the book is therefore properly devoted to a discussion of the 
problems of constructing suitable and meaningful measures of the variables 
under observation. An idea of the thoroughness with which Dr. Macaulay 
has performed this task may be given by the fact that mere tabulation of 
his statistics occupies some 300 pages. Most of the series cover the period 
since 1856. 

Before turning to the relationships which the data seem to suggest, Dr. 
Macaulay considers two hypotheses suggested by a priori reasoning and 
finds that the data do not confirm them. The first is that bonds were always 
priced at such a level that bondholders were exactly as well off as they 
would have been if they had loaned their money at short term instead. The 
second is that the “real’’ yield on loans remained constant through time; 
or, in any case, varied less than the money yield. 
| The usual interpretation given to the first hypothesis is that dealers in 
debts bid their prices to levels that equate the advantages of all forms of 
investment and that the dealers accordingly must have accurate foreknowl- 
edge of all future rates; its implication is that any long-term rate equals a 
particular sort of average of future short-term rates. 

The usual interpretation given to the second hypothesis is that everyone 
predicts commodity prices correctly; its implication is that interest rates 
(especially short-term rates) are correlated with rates of change of com- 
modity prices. 

In addition to his statistical time-series, Dr. Macaulay adduces as evi- 
dence contradicting these theories the common observation that no one has 
} yet learned how to make reasonably accurate economic forecasts. The evi- 

dence seems convincing enough; but it is nevertheless regrettable that Dr. 

Macaulay did not bother to follow the conventional practice used by statis- 

ticlans in making inductive inferences—that of explicitly stating in advance 

the criterion to be used in deciding whether to reject a tentative hypothesis. 
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(Such a statistical criterion usually tells us how to answer the question: 
May the discrepancies between observed data and hypothetically expected 
data be credibly ascribed to independent and random causes?) 

An interesting conclusion that emerges from the chapter on stock prices 
is that they are inversely correlated with a measure of dispersion of bond 
yields. In this chapter, as in others, some of Dr. Macaulay’s most valuable 
contributions are his critical examination of alternative approaches to the 
problem and his significant suggestions for future research. 

In the last chapter, general lead and lag relations among all the series 
are examined. These typify the sort of unreliable empirical laws of timing 
and amplitude which, fawte de mieux, professional forecasters rely on asa 
basis for prediction. Dr. Macaulay does not investigate whether adherence 
to these empirical rules of forecasting leaves any characteristic mathematical 
imprint on the course of interest rates or other series—although it would 
seem obvious that in so far as forecasting-behavior is determinate, such 
behavior should lead to mathematical consequences just as definite as 
those derived from the unreal assumption of perfect foresight. 

The concluding pages contain many thought-provoking comments on 
the important role played by bad forecasting in aggravating economic dis- 
turbances. A general improvement in the efficiency of techniques used by 
forecasters might tend to mitigate business fluctuations. But even so, “We 
must make the future and not merely foresee it.”” 

ROLLIN F. BENNETT 

Columbia Universit) 


International Economics. By P. T. ELtswortH. (New York: Macmillan. 
1938. Pp. xiii, 529. $4.00.) 

If one agrees with the author’s prefatory statement that “this volume 
can make no claim to originality,” one recognizes that the volume achieves 
not only the goal of a “systematic and well-ordered text,” but also the 
“somewhat more ambitious task’”’ of a theoretical grounding and an educt- 
tion in international policy for upper division students. Professor Fils 
worth’s book is more inclusive and in general more exhaustive than the 
comparable (and very excellent) works of Harrod and Whale. The it- 
clusiveness, it is true, occasionally entails a cost of rather tenuous treat: 
ments, as for example, of commercial treaties and tariff bargaining (19 
pp.), of exchange control (7 pp.), and of international monetary problems 
(36 pp., mostly devoted to the worn theme of gold versus paper standards). 
Upon the stock-in-trade subjects of international-trade theory and poliq, 
the author has written lucidly, agreeably, and with sound judgment; bit 
he has also incorporated recent theoretical advances, such as the general 
equilibrium approach to international prices, the income-adjustment theor 
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of transfers, monopoly, discrimination, and monopolistic competition analy- 
sis, and the defensible residuum of Keynes’s apology for protection. 

Certain matters of detail are, of course, open to question. It seems to me 
retrogressive to present the doctrine of purchasing power parity (ch. 11), 
or any more general and defensible theory of equilibrium, as an appendage 
to paper currencies, in place of following Cassel’s example of treating gold 
and paper standards alike as cases under the general theory of equilibrium. 
Concerning purchasing-power doctrine itself, Ellsworth gives as the only 
reason for preferring the comparative to the absolute form the fact that, 
since price indices afford “the only method of comparing the buying power 
of two currencies,’” they “permit the comparison . . . not of the absolute 
levels of purchasing power at a given date, but only of changes...” (p. 
246). Even a cursory investigation into the history of purchasing-power 
theorizing reveals that the main purpose of the comparative form is to 
eliminate as causes for distortion of theoretical from actual parity so far as 
they existed in the base year those very forces to which the author devotes 
the next eight pages. 

It is curious that Ellsworth mentions only differential obstacles to the 
exchange of specific commodities amongst the causes of permanent devia- 
tion of true equilibrium from purchasing parity, and speculation in a 
country’s currency and currency dumping amongst temporary causes (pp. 
247-249), especially as his description of the so-called “real” factors 
bearing upon equilibrium—changes in international demand and in supply 
conditions, and capital movements—is altogether adequate. The occasional 
neglect of factors stressed by “balance-of-payments” writers leads him to 
attribute to Ohlin the discovery that ‘‘foreign purchasing power is wanted, 
not to buy commodities in general or in the abstract, but for the purchase 
of particular commodities” (p. 252, n. 3), and to deny any meaning to 
“favorable” or “unfavorable” balance of payments beside an increase or 
decrease in a country’s foreign bank balances (p. 161). 

These shortcomings—if such they be—are more than compensated by 
the general theoretical reliability of Ellsworth’s book and by several points 
of particular merit. The impossibility of the real cost analysis of the terms 
of trade is thoroughly exposed, including Harrod’s flight into a composite 
ot undefined cost “‘unit”” which commingles labor days, months of ab- 
stinences, acres of land, etc.* It is refreshing also to discover no attempt to 
measure the gain of international trade, that theoretical will-o’-the-wisp of 
many decades. Ellsworth’s classification of disequilibria in a nation’s econ- 
omy giving rise to changes in the balance of payments into four—trade, in- 


_ This ostrich procedure has been shown to be quite common in the writings of the 
Neo-Cambridge” school; cf. Wassily Leontief, ‘Implicit Theorizing,” Q. J. E., vol. 51 
(May, 1937), pp. 337-352. 
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dustrial, investment, and monetary (p. 189)—proves to be a felicitous 
device in the chapter on the mechanism of adjustment. Finally, especial 
attention may be directed to the carefully reasoned and eloquent chapters 
on free trade, tariffs, and protection. 
Howarp S. 
University of California 


The Theory of Investment Value. By JoHN BuRR WILLIAMS. (Cambridge: 
Harvard Univ. Press. 1938. Pp. xxiii, 613. $5.00.) 

This is an unusual book. Within its covers are some rather intricate 
mathematical equations, but a great deal of highly lucid English. It is 
opinionated, its assertions are frequently unsupported by statistical or other 
evidence, but it fairly bubbles over with arresting ideas! The present te- 
viewer turned to the first chapter with some slight sense of irritation at the 
“cocksureness’’ of the preface, but immediately found himself intrigued by 
the directness and clarity of language and the wealth of thought-compelling 
hypotheses. 

The book’s ambitious nature can be indicated best by an excerpt from 
the preface: 

To outline a new sub-science that shall be known as the Theory of Investment 
Value and that shall comprise a coherent body of principles like the Theory of 
Monopoly, the Theory of Money . . . is the first aim of this book. To relate the 
abstract principles of Economics to the practical problems of investment . . . is 


another aim. . . . To examine certain economic consequences of the New Deal so 
far as the investor is concerned . . . is a third aim of this book (p. vii). 


The author presents his theory, discusses the future of various events 
that vitally concein it (e.g., trend of interest rates, possibilities of inflation) 
and then applies his method to the securities of half a dozen corporations. 
He is at his best when adhering closely to investment problems and in the 
case analyses, which reveal close study of the individual corporations and 
by no means depend entirely on mathematical formulae for the conclusions. 
When he tackles such topics as the economic consequences of the New 
Deai the language seemed to this reviewer much less sprightly, and the con- 
tent often repetitious of previous writers. 

The “investment value” with which he is concerned is the long-run 
“intrinsic” worth of a security. It is defined (p. 6) as “the present worth 
of the future dividends in the case of a stock, or of the future coupons and 
principal in the case of a bond,” adjusted for expected changes in the put 
chasing power of money. Note that payments to investors, not earnings, 
are his test. Formulae are furnished to calculate these “real” values undet 
varied assumptions as to future events. Such values necessarily may differ 
widely from market prices; the shrewd investor, in the author's view, is 
he who purchases where the former equal or exceed the latter. 
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As indicated at the outset, the work contains many provocative asser- 
tions—chiefly derived by deductive processes. To cite a few: the quantity 
theory of money does not apply to stocks and real estate, but to some extent 
to goods and services (p. 49); stock prices should not rise in anticipation 
of, but during inflation (p. 103ff); primarily, changes in the purchasing 
power of money and in interest rates for the entire enterprise and for its 
senior securities account for the long-time rise in certain stock prices, rather 
than such reasons as profitable re-investment of earnings and general 
growth of the nation as claimed by other writers (pp. 113, 114); long-term 
interest rates may be expected to rise substantially from present levels 
(p. 387). 

That the author has employed the mathematical approach with telling 
power and has added a daring and imaginative piece to the literature of 
investment, few will disagree. But that he has accomplished fully his first 
aim of outlining a new branch of economics may seem doubtful to many 
readers. Before accepting his hypotheses and formulae, they will wish 
more adequate empirical tests applied. Nor will such be easy of accomplish- 
ment. To illustrate, on the question of the “rightness’’ of investment 
values derived by his equations, the author himself frankly concedes (pp. 
190, 191) that he sees no logical reason why they ever should experience 
corroboration from market prices. The latter have been wrong before, he 
reasons, so why not in future? 


CoRLIss LLOYD PARRY 
New Canaan, Connecticut 


Principles of Economics. By C. W. Hasek. (New York: Prentice-Hall. 
1938. Pp. xiv, 643. $3.50.) 


In an introductory text on the principles of economics, it appears neces- 
saty to limit the scope. Professor Hasek has accepted this necessity by em- 
phasizing certain factors and definitely omitting others. 

Professor Hasek omits public finance because “the scope and complexity 
of its problems” are too difficult for elementary students. This he does in 
spite of the fact that later he writes: 


Major emphasis has been placed on income as the guiding thread in modern 
analysis, upon the interpretation of economic behavior and its relation to choice- 
making, upon consumption as an integral part of economics, and upon the business 
cycle which is analyzed as a complex process of unequal rates of change in 
Various parts of our economic system. . . . The logic of choice and the process of 
calculation which are involved in business rhythms will remain lifeless unless 
onsumption is given a more extensive consideration than is often the case. 


The book, however, seems to fall short of the high purposes of the 
author. The first five chapters treat the general character of economics under 
the titles, “The science of economics,” “Wealth and income,” “Economic 
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the 
choices,”’ ‘‘Economic motivation,” and ‘Economic institutions.’’ The seven sect 
chapters that follow treat the nature and factors of production. Chapter 13 our 
(less than 20 pages) covers the whole subject of consumption. Value and just 
price are presented in four chapters; while exchange and distribution are The 
allotted about 100 pages each. Cyclical changes and the business cycle are HM on 
explained in slightly more than 50 pages. Kuz 
Probably no two writers would agree as to the proper proportions to be mat 
assigned in the presentation of material. There seems to be a questionable HMM of 


logic in placing materials under certain chapter headings. This is illustrated HR met 
in the treatment of “Labor” (chapter 7) without giving either the histor part 


or significance of labor organizations which is included briefly under th Hi 
subject of ““Wages’’ (chapter 24). Some will question treating the growth for : 
of population and its effect on labor in the earlier chapter and then dis prel 
cussing the major, Malthusian, theory of population 350 odd pages later. BI to rr 
The reviewer sees no reason why such important movements in labor or HIB and 


ganization as the C.I.O. (now the Congress of Industrial Organizations) Hi com: 
should have been neglected and the subject of industrial unions should gorie 
have been so inadequately presented. Perhaps the impossible was attempted Bi broa, 
in treating so important a subject in less than five pages. sume 

Within the limitations set forth in the preface there are certain merits in HMMM regat 
the book. It presents the subject matter concisely and clearly, though lacking chan; 
the descriptive matter which would make an otherwise abstract treatment chan; 
vastly more interesting. The use of statistical data and figures illustrating BR good 
particular theories is adequate and well distributed. A bibliography BiB alter, 
properly placed under chapter headings at the end of the book, is wel Hiimodj 
selected covering the essential books in the field. The careful schol, ciaim 
however, might raise the question why the author includes the works of BiB form, 
Edward Chamberlin, A. C. Pigou, Lionel Robbins and Joan Robinson heck 
while the text contains scarcely a suggestion of the theories of these recent HiBperis} 


writers. The book may be a very useful aid to instruction in elementay Hiimade 
economics if supplemented by lectures and a liberal use of suggested HiMas sy 
readings. goods 

Curtis HuGH Morrow of fin 


Colby College But 


onsur 
Commodity Flow and Capital Formation. By SIMON Kuznets. Vol. 


(New York: Nat. Bur. of Econ. Research. 1938. Pp. ix, 505. $5.00.) I 7 


This volume contains the basic estimates of commodity flow and gS Bou, . 
capital formation which Dr. Kuznets has made as a result of the Nation! MMM der 
Bureau of Economic Research's five-year study of national income 
capital formation. A second volume, providing “a more extensive dist HMRion ,, 
sion of the theoretical issues involved in the definitions and classificatios HA yi.) 
underlying the measures and an attempt to indicate the wider bearing df 
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these measures” (p. vii), is to appear shortly. Use has been made in one 
section of this volume of Solomon Fabricant’s estimates of capital con- 
sumption, which are also shortly to appear as Capital Consumption and Ad- 
justment; but the volume is mainly concerned with gross capital formation. 
The results of these volumes, as well as of a further one which is promised 
on the national income, have been presented, in summary form, in Dr. 
Kuznets’ National Income and Capital Formation, 1919-1935. This sum- 
mary volume is to be recommended to those wanting the general results 
of the study; the present volume contains detailed descriptions of the 
methods used in making the estimates in question and therefore will be of 
particular interest to students of the statistical techniques involved. 

But in addition the volume will be of use to those desiring details either 
for a particular sector of the economy or regarding some of the numerous 


§ preliminary estimates on which the final series has been based. For in order 


to measure ‘‘gross capital formation”’ it is necessary first to define the term; 
and the various possible definitions require an interesting classification of 
commodities, as well as measurements of the commodity flow in most cate- 
gories of the classification. Estimates of gross capital formation on the 
broadest possible definition, 7.e., including changes in the stock of con- 
sumers’ non-durable goods, could not be made because of inadequate data 
regarding such stocks. Estimates, however, were made, first, including all 
changes in the stock of consumers’ durable goods, second, excluding 
changes in the stock of all consumers’ movable durable goods (all such 
goods except residential buildings), and, third, excluding all repairs and 
alterations, but including in each case net changes in the stock of all com- 
modities in circulation, 7.e., in business inventories, and net changes in 
claims against foreign countries. Thus the various definitions of gross capital 
formation in themselves require numerous preliminary estimates; but as a 
check upon the classification of durable goods used the flow of finished 
perishable and semi-durable goods was also calculated. (No estimate was 
made, however, of services not embodied in commodities except in so far 
as such services resulted in durable improvements of existing durable 
oods.) Hence the volume contains, basically, measures of the annual flow 
f finished commodities, classified by their durability. 

But further, as all estimates are to be on the basis of cost to the ultimate 
onsumer, the spread between the values of finished commodities at pro- 
lucers’ prices and at their cost to ultimate consumers has been calculated. 
his was done especially for the year 1929; but the changes over time in 
both such distributive margins and transportation costs were studied in 
brder to test their variability. Next, in order to measure gross capital forma- 
ion excluding consumers’ movable durable goods, the volume of construc- 
ion was estimated separately. Repairs and maintenance were also distin- 
puished, but the method of estimation, which in the main consisted of 
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subtracting new construction otherwise accounted for from the consump- 
tion of construction materials, leaves the durability of such repairs quite 
dubious. Finally, in order to get net changes in the physical level of business 
inventories, the volume of inventories at the end of each year was calculated 
and then corrected for revaluations resulting from price changes. Hence 
the volume contains a vast amount of information on a number of im- 
portant fields, much of which is summarized in a useful fashion in the 
final section. 

It is to be hoped that the forthcoming second volume on capital forma- 
lion or that on the national income will make clearer the relationship be- 
tween estimates of national income and gross national product and of 
commodity flow and capital formation. We are told that these estimates 
have been made “from significantly different sets of data,’ so that “the 
statistical comparability of the two sets of estimates is still open to question” 
(pp. 473-74). A fuller explanation of these discrepancies and of the 
reasons for them seems highly desirable. In view of Dr. Kuznets’ assur- 
ance that the ‘wider bearings of these measures’’ will be considered in the 
second volume, whatever doubts the reviewer may have of the relative 
fruitfulness of making such detailed statistical investigations without at- 
tempting to apply the results to concrete problems will have to be held in 
abeyance until the next volume appears. 

HENRY HILGARD VILLARD 

University of Minne 


Ground under Our Fe An Autobiography. By RicHarD T. Ety. (New 


iog 
York: Macmillan. 1938. Pp. xi, 33¢ 

Ely, at eighty-four, looks back over fifty-five years of his participation 
in economics and finds that he was a pioneer, for America, in half a dozen 
fields. Not that he claims to have been the first—he gives abundant credit 
to those who preceded and those who pioneered with him. One guiding 
motto runs through all t: Look and See, which he attributes to Richard 
Jones, 100 years ago, who criticised, from that standpoint, the deductive 
methods of his contemporary classical economists (186). 

The key to Ely’s own development in economics is what he brought from 
Germany and from the German economists, especially Knies, in 1883, and 
then his later modifications to fit the American scene. He brought the 
model of efficient state and municipal government which made public 
ownership and operation of public utilities more efficient than private 
ownership and operation in either Germany or America. But in America 
he found the opposite. Public ownership was mostly inferior to private 
ownership. He was charged with having become reactionary in his older 
age. But he was applying his “look-and-see” method. He set about dis- 


$3.00.) 


l 
cc 
Se 
al 
Dé 
fc 
u 
of 
ne 
re} 
be 
ba 
W 
cat 
his 
the 

un 
In 
an 
hist 
tau 
Inve 
ing 
gett 
eck 
to e 
econ 
H 
lead 
dent 
we t 
Fran 
and | 
IS an 


ion 
zen 
edit 
ing 
ard 
tive 


rom 
and 
the 
ublic 
ivate 
erica 
ivate 
older 


t dis- 


1939 | General Works, Theory and Its History 123 


covering the reason, and found the basic reason in the American idea of 
public office as a “plum” instead of an opportunity to render a public 
service, which was the idea in Germany. So, throughout his career, he was 
always endeavoring to set up in America “institutes of public service,” 
partly by appealing to the model of West Point and Annapolis in training 
for military professions. He found a welcome for the idea in Wisconsin 
under the administration of the elder LaFollette, and in the administration 
of public utilities at Los Angeles. But these were exceptional. In general, 
neither public ownership nor the administrative commissions created to 
regulate private ownership were imbued with the idea of public service, 
because the people were more interested in baseball, movies, radio and foot- 
ball than they were in the good administration of government (214ff). 

His “‘look-and-see” method was possible only with academic freedom. 
When attacked in Wisconsin, in 1894, by the state superintendent of edu- 
cation, on the ground of ‘“‘communism’’ and “anarchism,” the defense by 
his friends and colleagues and his own defense, followed by the action of 
the regents in supporting him, mark practically the beginning of a public 
understanding of academic freedom for the economic and social sciences 
in this country. 

His account of that event (218/f) and of the organization of the Ameri- 
can Economic Association in 1885, of which he was the first executive sec- 
retary for seven years (132ff), are significant contributions to the economic 
history of America. So also is his chapter on his participation in the Chau- 
tauqua movement and its extension of university education in economics 
to adults throughout the country (79ff). His was the pioneer university 
investigation of the American labor movement (1886, p. 70ff) and of 
welfare capitalism” (166ff), although in those days he did his own financ- 
ing of investigations through articles and lectures. Then when it came to 
getting down to the institutional foundations of economics his Property 
nd Contract, 1914, furnished the ‘foundation stones’ for which he was 
seeking. This was followed, after the war, by his organization of the Insti- 
tute of Research in Land Economics and Public Utilities where he sought 
to establish better land policies, the most neglected and fundamental of 
economic problems in America (235ff). 

His versatile activities brought him in contact with public men, labor 
leaders, business leaders. His account of Woodrow Wilson, one of his stu- 
dents, is especially illuminating. The book is in fact an introduction to 
what he has always been working upon, and is now working upon, “how 
we think as we do in our economic affairs and relationships” —not only 
academic thinkers, but the American people from the time of “old Ben 
tranklin” (286). His “chronological bibliography” of his own writings 
and the many investigations which he led others to undertake and publish 
san index to the wide range which fifty years ago he conceived to be the 
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general.”’ He is thus led to assume the existence, at almost all times, of un- 
employed productive resources. Under these conditions, however, the prin- 
ciple of diminishing returns no longer applies. Additional workers can be 
employed with constant or increasing physical returns until capacity output 
is reached, after which no more can be employed at all. The demand curve 
for labor, in other words, is nearly flat over a considerable distance and 
then turns downward very sharply. 

The capacity of industry to offer employment, then, is strictly limited at 
any time by the rigidity of capital equipment. Technical improvements 
result in a shrinkage of this employment capacity. Unless this is offset by 
the rise of mew products, the result is to force workers into commercial 
and service occupations which are not easily mechanized. Under the above 
assumptions, too, there can be no certainty that a general reduction in real 
wage-rates will lead to increased employment. Lederer inclines to the view 
that such a reduction, if persisted in over a considerable period, would 
lcad to serious disturbances. 

Such a brief summary cannot convey the subtlety of the author’s rea- 
soning. On most of the important points the analysis is not conclusive; 
but it opens avenues which students in this field will probably be exploring 
for years to come. Some readers will find fault with the cumbersome arith- 
metical illustrations, the winding course of the argument and the lengthy 
digressions. In a pioneer work, however, groping is inevitable and much 
may be forgiven to a book so fruitful in ideas. 


LLoyD G. REYNOLDS 
Harvard University 
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Dr. Marian Bowley preserves the quality of atavistic competence in economic 
writing which the names of Mill, Jevons, Cunningham in England, and Carey, 
Walker, Fetter in our own country, suggest. Senior is a post-Ricardian whom 
many cite and few read. Something of this grows out of the form of his 
writing; more, from the absence of a competent expositor. Some years ago the 
diligence of Mr. S. Leon Levy gave the promise of an adequate apparatus; but 
other matters appear to have intervened, and the gap has remained. It is now 
repaired with gratifying completeness. Dr. Bowley has dissected texts—printed 
and manuscript—with care and understanding; a vivid background has been 
supplied ; and skill has been shown in appraisals. The student interested in the 

evelopment of economic doctrines will read the book carefully and then, in 
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176: 160. 

Prrou, G. Les théor mique: L. Walras et V. Pareto. 2nd ed 
(Paris: Domat-M Pp. 465. 85 fr.) 
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typescript editions were exhausted. The exhaustion of the original editions 
might have been anticipated, since the series treated important periods in 
economic thought since 1870 which have been but cursorily discussed by 
historians of theory. In these periods the writers who engage Professor Pirou’s 
attention are the Austrian, the Lausanne, and the American economists. The 
Lausanne economists are introduced to the student in this second volume of the 
series. A collation of the present edition of this volume with the original 1934 
edition discloses, alongside the changed format, numerous refinements in style, 
some corrections, and a few unimportant omissions. 

These lectures are, in large part, a non-mathematical digest of the theories of 
Léon Walras and Vilfredo Pareto which spares the casual student both the 
difficulties and the benefits of resort to the original works. In addition to the 
digest, there are supplementary student aids in the form of annotated bibli- 
ographies, concise biographies, and comparisons with earlier and later econo- 
mists. In the case of Léon Walras, the digest and supplementary materials point 
to the derivation of the components of his theory from Cournot and Auguste 
Walras, and to their organization into a system of general equilibrium which 
ever afterward remained finished and complete in his mind. Pareto, on the 
other hand, is put forward as beginning in the Cours with a system similar 
to that of Walras, relinquishing the subjective elements in the Manual and, in 
the end, veering from a mathematical exposition to the sociological ideas of 
the Traité. The volume is adequate as a student’s guidebook to the Lausanne 
School, whatever strictures may be necessary if it be considered as a final 
evaluation of the contributions of these two writers. 


R. S. Howey 


Domat-Montchrestien. 1938. Pp. 323. 85 fr.) 


Although its title would indicate consideration of the theory of marginal 
utility only by Menger and by Clark, this volume is actually a rather broad 
discussion of that theory at the hands of many scholars, including Bohm- 
Bawerk, von Wieser, Carver, Fisher, Seligman, Fetter, Hobson and others. Yet, 
it cannot be said that Professor Pirou’s treatment is exhaustive. It might even 
be argued that for the student the volume has several weaknesses, viz.: (1) the 
absence of a historical tracery for the theory; (2) the slight consideration given 
to the whole theory of imperfect competition in relation to the theory of 
marginal utility; and (3) the operation of marginal analysis in planned and 
controlled societies. Also, it might be said that the critics of marginal utility are 
more severe than is indicated. 

The volume does contain an account of the recent developments by English, 
American and Swedish economists, particularly in the field of monetary and 
price theory. In this second edition the theory of business cycles and of economic 
cynamics has been introduced in a number of places. Equilibrium analysis is 
still the starting point; and the explanation of the manner in which that 
equilibrium is reached or approached is the application and the usefulness of 
the theory. There is a bibliography upon recent treatises concerned with the 
history of economic doctrines; at the end is a useful bibliography upon recent 
literature of the theory of imputation, the measurement of marginal utility, and 
‘riticism of the marginal analysis. 


F. F. BURTCHETT 
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Rew, J. R. A theory York: Scribner’s. Pp. 313. $2.) 

Ricci, U. Tre econom: ni-Pareto-Loria. (Bari: Laterza. 1939 
Pp. 235. L.18.) 

SENIOR, N. W. An politic ecoromy, with an appendix 
(London: Allen an 3. Pp. xii, 24 6d.) 

SHANAHAN, E. W. A rganisation aa problems: a study oj 
economic method a? } rar nomic and problems. (Lon- 
don: Longmans Gre« 3. Py i, 183-401.) 

This book is a re nd ‘et of the Industrial Revolution and 
the Economic Worl ». It deals briefly and in an elementary 
fashion with curre blems, assuming the reader to have an 
acquaintance with t nomic theory. The emphasis is largely 
upon trade-cycle an blems 

The book is desi to meet the need for institutional material to 
supplement the fo | textbook commonly used for beginning 
economics in Great British orientation as well as its rather special 
pedagogical aim mal ly that it will be found especially useful for 
elementary econo! merican colleges. 


GEORGE R. TAYLOR 


TAVIANL P. E. I/ coz 1 teoria economica. (Milan: Soc. Ed. “Vita 
e Pensiero.”’ 1938 i4, L.10.) 

This is a logical ption of utility in the history of economic 
thought from Bent thor offers both an external and internal 
critique of utility e ism is directed against both capitalistic and 
Marxian economi their identification of utility and hedonism 
Taviani views Mat nsequence of capitalistic hedonistic utili- 
tarianism. Soviet « led as the perfect realization of capitalistic 
civilization. The a n a pure descriptive economics, hedonism 
has no place, whi reanic element of it. The work constitutes a 
theoretical effort i 1omics as a system of thought in line with 
Thomism 

HERMAN HAUSHEER 
Studies in income ar I. By the Conference on Research in National 
Saacene and Wealt Nat. Bur. of Econ. Research. 1938. Pp. xi, 
331.) 
Ec History and Geography 
Economics and Cu By RussELL A. Drxon and E. KINGMAN 
EBERHART. (1 McGraw-Hill. 1938. Pp. xi, 550. $3.00.) 
The authors hav etent summary of the interpretation 
of economic histo: ly associated with Werner Sombart anc 
Max Weber. To t onomic material, they have added the 
conclusions of rece l and work on pre-histor 
cultures. The close : tween the work of these different groups 
of writers has be ( loped, so that the organic significance 
of the primitive « ffectively demonstrated. 
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The inclusion of the primitive cultures has led to a modification of the 
linear sequence formulated by the German Historical Schools. We have 
now the sequence: hunting culture, village culture, feudalism, nascent 
capitalism, industrial capitalism. This revision of the sequence of cultures 
enables the authors to avoid a number of difficulties that were clearly 
present in the writings of the German historians. With new emphasis 
upon the concept of an integrated culture type, the authors deal in a more 
adequate way with the development of new types. The influence of the 
environment and of invention is more explicitly and more adequately 
treated. The range of the authors’ reading is rather narrow, so that the 
volume cannot be compared to Max Weber’s General Economic History 
in respect of the amount of concrete information. For many classes, how- 
ever, the broad sketching of general types will be adequate and acceptable. 

The ultimate critical estimate of the book must rest upon the validity 
of such linear concepts of social evolution. Both sociologists and historians 
are becoming increasingly sceptical as to the validity of these simple linear 
concepts. Some sociologists, like Professor Sorokin, are doubtful of the 
significance of any concept of evolution. Many are convinced that such 
highly simplified linear concepts are inadequate. The development of his- 
torical criticism leads us toward an explicitly multilinear concept of historical 
process, such as one finds in the writings of Tarde. Upon such a basis, it 
would certainly be possible to treat these problems in a manner that would 
satisfy both sociologists and historians, but only after a considerable change 
in both fields. The full development of a multilinear concept of historical 
process would require explicit abandonment of the concept of the integrated 
culture type that is now so widely held by sociologists. Historians need 
to develop a more conscious interest in the theoretical problems involved 
n the analysis of change. At present, we are so largely concerned with 
the description of the institutions and structures of social life that we 
ignore the problem of change. Before we can achieve any significant syn- 
thesis we must establish a procedure for the study of change—a method of 
analysis that will enable us to answer the question “how do new things 
happen?” To this question the present work affords no answer: it describes 
roughly what has happened, but it furnishes no explanation. 

ABBOTT PAYSON USHER 

Harvard University 


Fascism for Whom? By Max Ascoui and ARTHUR FEILER. (New York: 
Norton. 1938. Pp. 341. $3.00.) 

| This book, the first on fascism to come from the Graduate Faculty of 

the New School for Social Research, New York, is an account of the two 

‘ascisms, written by two European scholars, who know from experience 
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and communism lead to identical results: regimentation and impoverish- 
ment of the entire civilian population together with complete loss of 
individual freedom in order to make the state strong. 

And who benefits from fascism? Possibly the self-perpetuating oligarchy 
of major and minor chiefs. In reality nobody benefits directly, just as nobody 
benefits from war. Only those may benefit from fascism who will learn 
from it. 

Finally the authors ask: How may democracy be preserved? Many who 
visit the two countries see them as models of order and efficiency and are 
fascinated by the energy and activity uf fascism. 

One way to defend democracy, say the authors, is to make democratic 
institutions do better work in America. Another way is to turn our backs 

upon isolationism, and reorganize the community of all peoples, ‘a com- 
munity to which . . . the peoples of Italy and of Germany are bound to 
return” (p. 332). 


J. S. RoBINsSON 
Carleton College 


iThe Commercial Empire of the St. Lawrence, 1760-1850. By D. G. 


CREIGHTON. (New Haven: Yale Univ. Press. Toronto: Ryerson Press. 
1937. Pp. vii, 441. $3.75.) 

We have in this outstanding book an economic interpretation of the 
great formative period of Canadian history. Few economic interpretations 
are so agreeably convincing. Rarely does so clear a pattern emerge from 
so comprehensive a basis of fact. We see here both the determining forces, 
and the very lively individuals through whom the forces operated. 

Professor Creighton’s work also affords an index of the rapidity of recent 
progress in Canadian economic history, and indicates the maturity of the 
historical school identified chiefly with the name of H. A. Innis. The 
author proceeds from this familiar point of view, which emphasizes the 
importance in Canadian history of dependence upon the St. Lawrence River 

ute, and upon such export staples as furs, timber and wheat. 

The importance of these factors is particularly obvious in the period 
with which Mr. Creighton deals; and this, moreover, was Canada’s critical 

riod. In 1763, Canada was in the full sense a colony, important chiefly 
ms the base of a vast but flimsy fur-trading empire. By 1850, revolutions 

N technique and in politics had landed the country solidly upon the thresh- 
bid of the modern world. The westward advance of settlement had driven 

ie fur trade beyond the grasp of the St. Lawrence and had provided new 
taples in wheat and timber. The boundary of 1783 and the Erie Canal had 
fansferred to American ports the greater part of the inland trade which 
ie St. Lawrence commercial community had hoped to monopolize. British 

‘tcantilism, upon which the Canadian economy (at least in its own 
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way out?” by Lawrence Dennis; ‘What does socialism offer?” by Norman 
Thomas; ‘Does communism point the way?” by Earl Browder; “Technology 
demands a planning economy,” by Walter Rautenstrauch; “The codperative 
way,” by Jacob Baker; ‘Taxation today and tomorrow,” by Alfred G. Buehler ; 
“What price social security?” by Abraham Epstein; “Which way American 
labor?” by Herman Feldman; “The farmer's problem is your problem,” by 
Arthur P. Chew; “The relation of government to business,” by Walter E. 
Spahr; “The fallacy of economic nationalism,” by Peter Molyneaux. A 12- 
page bibliography is appended. 


BINING, A. C. Pennsylvania iron manufacture in the eighteenth century. (Harris- 
burg: Pennsylvania Hist. Commission. 1938. Pp. 227.) 

Bories, H. Avenir de l'Afrique du Nord. (Paris: Recueil Sirey. Pp. 66.) 

Cote, A. H. A finding-list of royal commission reports in the British Dominions. 
(Cambridge: Harvard Univ. Press. 1938. Pp. vi, 128.) 


“This bibliography covers reports of royal commissions that have functioned 
in the British Dominions of Canada, Australia, New Zealand, and South Africa 
since the latter received self-government.” 


Court, W. H. B. The rise of the Midland industries, 1600-1838. (New York: 
Oxford Univ. Press. 1938. Pp. vi, 271. $5.50.) 


The interpretation of the English Industrial Revolution as a gradual develop- 
ment with roots running back deep into the sixteenth century receives one more 
confirmation in this scholarly monograph by Mr. Court, lecturer in the Univer- 
sity of Birmingham. The book is in fact an essay on the slow and evolutionary 
nature of industrial change. Drawing his material from local manuscript col- 
lections and unpublished theses as well as travelers’ reports and government 
archives, the author is able to show how industry imperceptibly grew up in 
the interstices of an agricultural society in the West Midlands (Warwickshire, 
— Staffordshire, Worcestershire) and especially in the Birmingham 

istrict. 

Crucial in this growth was the manufacture of nails, which, localized near 
the coal and iron of the Midlands and already important by the sixteenth 
century, remained a domestic handicraft until almost the middle of the nine- 
teenth century. But its demands stimulated the mining and forging of metals, 
the rise of capitalist merchant-employers or nail ironmongers who supplied the 
iron and sold the nails, and technological improvements like the slitting mill 
introduced in the early seventeenth century. Though the nail-makers, especially 
in the early days, were part-time farmers, their craft exhibited the phenomena 
of excessive hours, low pay and labor by women and children long before it 
gave way to the factory. As with other Midland industries the steady increase 
in production was in good part a response to the creation of export markets, 
especially in America. 

The story was different for other branches of manufacturing. From its 
beginnings in the early seventeenth century, glass-making tended to be on a 
centralized capitalist basis, as did the eighteenth-century production of papier- 
maché articles, japanned ware, and chemicals. But the making of jewelry, 
Duttons, guns, hardware, and brass goods, for which Birmingham was famous 
in Victorian days, had a long history running back to the small shop production 
of the seventeenth century. It was, Mr. Court believes, not only coal and iron 
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which brought in M n s, but also the skills slowly developed th 
by labor there in turies. su 
' When changes with a rush. The introduction of steam, im. H 
portant as it was tion, even though the Watt engines were als 
made in Soho on f Birmingham. In a sense, their production J wi 
merely replaced t men engines made since 1718 at Coalbrook. wi 
dale. As late as 1 t work in Birmingham only 169 Watt en- 
gines developing horsepower. Steam was first put to use in the 
making of semi-1 like iron, sheet metal pet wire on a large HOL’ 
scale. For a long ; of manufacture tended to remain on a ret 
small-shop basis kir 
Though the ¢ I n worked before, the author would have in. LEEC 
creased the value y including more details on the production of Cei 
brass wares and n count of the pottery industry. 
CHARLES WOOLSEY COLE 
LOAN 
CROUCHLEY, A. | lopment of modern Egypt. (New York: Joh 
Longmans Greet Joh 
EAST. R. A. Busine in erican revolutionary era. (New York: T 
Col ia Univ. | ) L253.) ami 
ELDON, CW. En wwds the Continent during the Seven upo 
Years’ War. (PI r, Drex at tek of Technology. 1938. Pp. vi, ya 
178. $2.) rate 
Primarily a h ‘There is a great deal to be said for the mar 
theory of some of tesmen that it was better to give English money sala: 
than English lis was widespread that in the long run a subsidy for. 
policy was the ct istry and trade could still flourish and would outs 
soon draw back t broad.” char 
syste 
Hopson, H. V. § 1 survey of world economic affairs. (New it el: 
York: yew rd | ‘4 viii, 484. $4.25.) of p 
This book is a ional affairs in the economic sphere in an era mut 
which the aut! self-contained period in economic history.” their 
The account is I mic chapters contributed by Mr. Hodson to 
the (British) Sz al Affairs from 1930 to 1936. Valuable as it an 
should prove t f reference—the present reviewer, in fact, has a 
used it as such n interv val i in the task of reviewing—it fails to Hi \, si 
bear out the br title. The pages are packed to the edges My eis 
with details of 1 he perio - year by year, country by country, com: dk 7 
modity by comn y by currency, until the forest is lost to view ree 
before the trees t ed. Three of the chapters have “conclusions” ; but fees 
only that of the tive In that section the background period of Swe; 2 
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the eye for as many as twenty-three pages the reader can keep his mind on the 
subject. On the credit side of the account should also be set the fact that Mr. 
Hodson has given proper emphasis to the failure of the Credit-Anstalt and 
also that he has not invariably accepted the tradition, common until recently 
with the internationally-minded intelligentsia, that the United States is always 
wrong. 


ALZADA COMSTOCK 


Hott, W. S., editor. Historical scholarship in the United States, 1876-1901: as 
revealed in the correspondence of Herbert B. Adams. (Baltimore: Johns Hop- 
kins Press. 1938. Pp. 314.) 

LeecH, H. and CARROLL, J. C. Armour and his times. (New York: Appleton- 
Century. $3.) 


Interesting phases of economic history, 1850 to 1900. 


LoaNE, H. J. Industry and commerce of the City of Rome (50 B.C.—200 A.D.). 
Johns Hopkins Univ. stud. in hist. and pol. sci., ser. lvi, no. 2. (Baltimore: 
Johns Hopkins Press. 1938. Pp. 158. $1.50.) 

Dr. Loane’s dissertation is a comprehensive, thorough, and very useful ex- 
amination of the inscriptional, archaeological and literary evidence bearing 
upon the commercial and industrial life of the capital of the Roman Empire 
during the period when its population and prosperity were at their height. Sepa- 
rate chapters are devoted to imports, industry, and distribution. Rome was pri- 
marily a consumer, paying for imports with government revenues, government 
salaries, and income from private investments. Little was manufactured there 
for export, and for local use only such things as could not be procured from 
outside or had to be made to order. In industry, the small-shop system was 
characteristic as at Pompeii and Alexandria. The growth of a true factor 
system was hindered at Rome by the same factors which operated to check 
it elsewhere; the lack of machinery to take the place of hand labor, the absence 
of protective patents, the Roman law of partnership which did not recognize 
limited liability, and the scornful Roman attitude toward those who derived 
their income from commerce and industry. 


A. E. R. Boak 


MENG, C. Some economic aspects of the Sino-Japanese conflict. (New York: 
China Inst. in America. 1938. Pp. 10.) 

MONTGOMERY, A. How Sweden overcame the depression. New Sweden tercen- 
tenary pubs. (New York: Bonnier Pub. House. Stockholm: Bonniers Boktry- 
ckeri. 1938. Pp. 91. $1.) 

Rupin, H. R. Germans in the Cameroons, 1884-1914: a case study in modern 

_imperialism. (New Haven: Yale Univ. Press. 1938. Pp. 456. $4.) 

Swerzy, P. M. Monopoly and competition in the English coal trade, 1550-1850. 
oe econ. stud., 63. (Cambridge: Harvard Univ. Press. 1938. Pp. xii, 186. 

2.50.) 


SwAIN, J. E. A history of world civilization. (New York: McGraw-Hill. 1938. 
Pp. x1x, 615. $4.) 
WELK, W. G. Fascist economic policy: an analysis of Italy's economic experiment. 
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Wuirte, L. W. Ind il revolution, 1750-1937. New ed. (New 
York: Longmans ¢ Pp. 315. $2.) 

WILLAN, T. S. The | ide, 1600-1750. (Manchester: Manchester 
Univ. Press. 193§ l 6d.) 

The Baltic states: a il and economic structure and the foreign 
relations of Est 1 Lithuania. Prepared by the Royal Inst. of 
Internat. Affairs. Oxford. 1938. Pp. 194. $3.) 

Chronique des évén es et économiques dans le bassin danubien, 
1918-1936: Tché Y ougoslavie. (Paris: Inst. Internat. de Coopéta- 
tion Intellectuelle 53 

of poli events in the Danube Basin, 1918-1936: 


A 
1a; Hungar: nat. Inst. of Intellectual Co-operation. 1938, 


avel {merica. Part Il. East coast of South America. 
Trade promotion (Washington: Supt. Docs. 1938. Pp. v, 97. 20c.) 

Current ideas in 1 atures: a review of reported bills introduced 
between January in legislatures meeting in 1938. State law 
digest rep. no. 1 n: Supt. Docs. 1938. Pp. 26. 10c.) 

Peru: extracto est 1937. (Lima: Direccién Nacional de 
Estadistica. tis. ) 

State law index: an ition of the states of the United States en- 
acted during the 36. 6th biennial vol. (Washington: Supt 
Docs. 1938. Pp ) 

Statistical abstract re for each of the ten years 1928 to 1937 
67th no. (New ‘ Lib. of Information. London: H. M. Stationery 
Office. 1938. Pp 

Statistisches Jabrl inden. Amtliche Verdéfferentlichung des 
Deutschen Gem«e , Lief. 2. (Jena: Fischer. 1938. RM. 25.) 

World economic year, 1937/38. (New York: Columbia Univ. 
Press. Geneva: |] 8. Pp. 244. $1.50.) 


Agricu Mining, Forestry, and Fisheries 


Sugar Ecc | Rico. By ARTHUR D. GAYER, Paut T. 
HOMAN a! JAMES. (New York: Columbia Univ. Press. 
1938. Pp. x 

Puerto Rico ficult economic problem. Extremely over: 
peopled, almost ticultural, poor in natural resources and 
with an impovet |, it was on the verge of destitution before the 
American occup: en the population has almost doubled while 
resources and opportunities show no corresponding growth. 
As a consequen ress prevails. 

Against this | rle great industry—cane sugar—has de 
veloped with th money and management until it occupies 
about three-fiftl ted land and supplies an equal proportion 
of the Island's « roduces more wealth per acre and employs 
more workers than other forms of agriculture. It also 
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uses more capital, for which it pays liberally. Such an industry bulks large 
in the public eye and preoccupies local politicians and reformers. 

This book is a scientific study of the sugar aspects of Puerto Rico's 

struggle to survive. It was paid for by sugar people but its findings are 
objective. They are unavoidably based, however, on assumed values for 
several unknown quantities. Puerto Rican planters do not keep complete and 
uniform statistics, and the government does not fill the gap. Therefore 
though the authors visited the Island and gathered information upon the 
ground, all the evidence they could assemble sometimes justified only quali- 
fed opinions. Fortunately, however, this applies to details more than to 
general conclusions. 
- For the sake of brevity we turn at once to the latter, which occupy the 
three final chapters of the volume, omitting special reference to the tables 
and well reasoned paragraphs dealing with production costs, agrarian in- 
debtedness, sugar’s contribution to public revenues and other pertinent 
matters that form the seventeen introductory and supporting chapters. 

Since Puerto Rico’s handicaps are her necessarily low agricultural income 
per capita and her weak position to promote supplementary industrial 
occupations, an intelligent agricultural policy will concentrate on crops 
which have a high value per acre. A superficial but widely held view look- 
ing mainly to the direct cultivation of food crops for home consumption 
tepresents “the poorest possibie approach to the problem of raising the 
standard of living.” The authors review briefly what has been done by 
public agencies to promote high value crops and to introduce non-agricul- 


tural industries without committing themselves to specific recommendations. 
But as to sugar they say: 


The industry has passed through all those preliminary phases which still face 
most other lines of activity. It includes the one large field of agriculture in which 
relatively efficient land utilization has been attained. Cane fulfils the basic eco- 
nomic specifications of high value per acre and large employment per acre. Indus- 
trial employment has been created. A ready market exists for the product of the in- 
dustry. The record is one of accomplishment along all the lines that are regarded 
as essential to the economic well-being of Puerto Rico. The industry has progres- 
sively contributed to increased means of livelihood in the Island. Only after these 


facts are recognized can the controversial points of discussion be set in proper 
perspective. 


The first of these points relates to distributing the proceeds of the industry 
among its three groups of producers—mill owners, cane farmers, and 
wage-earners. Three large American companies, which have the most 
complete records, have earned upon an average since 1923 about ten per 
cent annually upon their investment and have paid out about eight per cent 
in dividends. Other companies, which though individually smaller form 
the larger fraction of the industry, presumably had greater income varia- 
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I. Vol. II (Aé#las). Vol, II. Statistics. (Chicago: Univ. of Chicago Press. 
1937. Pp. xxiii, 494; xii, 146; xv, 473. $5, $5, $10.) 

The first of *hese three volumes presents in convenient statistical form a 
wealth of new material that will enable the student of Chinese agriculture and 
land use to give a precision to notions previously based on much less reliable 
estimates. In default of a general census of China, Dr. Buck and his associates 
conducted a skillfully designed and painstakingly directed survey, in which 
the samples seem to have been adequate and well selected, the investigators 
thorough and competent, and the analysis of the results diligent, methodical and 
correctly adapted both to the material collected and the end in view. As a re- 
sult, students now have much better approximations than were formerly availa- 
ble for the areas of cultivable land and land actually cultivated, for the propor- 
tions devoted to different uses and different crops, for the amount of irrigation 
and of fertilizer used, for the size of the farm business and the remuneration 
of the cultivator, for the wealth of agricultural China as indicated by standards 
of nutrition and material possessions, and for a great many other things that 
can be indicated by quantitative measures. The study is not a complete account 
of Chinese agriculture and land utilization, because it pays little or no attention 
to whole classes of institutional facts—especially those classes that resist quanti- 
tative measurement. And it is open to criticism as being rather too much a 
compendium of factual material and too little an interpretative study making 
clear how land utilization in each region comes to be what it is or how the 
physical, social and economic forces behind the facts are operating to maintain 
or alter the existing state of affairs. The first two chapters, in which Dr. Buck 
gives a general description of Chinese agriculture and a classification and de- 
scription of the agricultural regions of China are contributions toward inter- 
pretation and eminently valuable; but they are too succinct, and it is to be 
hoped that Dr. Buck will soon expand them, taking into account more classes 
of facts and more facts in each class. 

The chapters on topography, climate, soils, prices and taxation, population 
and nutrition, which were prepared by specialists, are each in its own way ex- 
cellent contributions to our knowledge of China. They combine the results of 
recent research with the work of previous writers to present short but complete 
discussions and help to make the book valuable for reference. 

The second volume of the work is an atlas containing maps of many differ- 
ent types in which simplicity, clarity and instructiveness are combined to give 
a masterly graphic presentation of the statistical material. 

The third volume, entitled Statistics, presents the methods used in making 
the survey and the facts collected with a commendable completeness. It con- 
stitutes a mine in which researchers may work veins untouched by Dr. Buck, 
or work over the veins he has exploited to secure additional results and make 


clear relationships which the author of the study could not treat for want of 
space or want of time. 


R. GALLETTI 


Davis, J. S. On agricultural policy, 1926-1938. (Stanford University, Calif.: Food 
Res, Institute. 1939. Pp. 494. $3.) 
~——.. The world wheat situation, 1937-38: a review of the crop year. Wheat 


stud., vol. xv, no. 4. (Stanford Univ., Calif.: Food Res. Institute. 1938. Pp. 
181-257. $1.25.) 
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MorTON. “Dominion lands” policy, by CHESTER MARTIN. Canadian frontiers 
of settlement, vol. ii. (New York and Toronto: Macmillan. 1938. Pp. xviii, 
571. $9. 

ROUSH, 2 A., editor. Mineral industry. Vol. 46, covering 1937. (New York: 
McGraw-Hill. 1938. Pp. 780. $12.) 

SHaw, E. E. and HopkKINs, J. A. Trends in employment in agriculture, 1909-36. 
Rep. no. A-8. (Philadelphia: WPA. 1938. Pp. xvi, 163.) 

SHorT, A. K. Ancient and modern agriculture. (San Antonio: Naylor. Pp. 178. 

STECK, L. J. The regulation of milk marketing in England and Wales. (Washing- 
ington: Supt. Docs. 1938. Pp. 75.) 

WALL, N. J. and ENGQuiST, E. J., JR. A graphic summary of agricultural credit. 
Misc. pub. no. 268. (Washington: U. S. Dept. of Agric. 1938. Pp. 50. 10c.) 

WorKING, H. and Hoos, S. Wheat futures prices and trading at Liverpool since 
1886. Wheat stud., vol. xv, no. 3. (Stanford Univ., Calif.: Food Res. Institute. 
1938. Pp. 121-180. $1.) 

Yoorr, F. R. Introduction to agricultural economics. (New York: Crowell. 1938. 
Pp. xix, 494. $3.) 

A reprint with the addition of two appendices which bring a few of the 

statistical tables up to date. There is no addition to the text. 


Agricultural statistics, 1938. (Washington: Supt. Docs. 1938. Pp. 544. 55c.) 

British agriculture: the principles of future policy. Report of an inquiry organized 
by Viscount Astor and B. Seebohm Rowntree. (New York: Longmans Green. 
1938. Pp. 489. $6.) 

Canadian grain trade year book. 1937-38 ed. (Winnipeg: Sanford Evans Stat. 
Serv. Pp. 109. $1.50.) 

Facts about cotton. U. S. Dept. of Agric. leaflet no. 167. (Washington: Supt. 
Docs. 1938. Pp. 7. 5c.) 

The farm poe for 1939. U. S. Dept. of Agric. misc. pub. no. 333. (Washing- 
ton: Supt. Docs. 1938. Pp. 48. 10c.) 

Graphic summary of agricultural credit. U. S. Dept. of Agric. misc. pub. no. 268. 
(Washington: Supt. Docs. 1938. Pp. 48. 10c.) 

Imperial conference on agricultural codperation. Report of proceedings held at 
Empire Exhibition, Glasgow, Scotland, July 18-20, 1938. (London: King. 
1938.) 

International yearbook of forestry statistics, 1933-35. Vol. Il. America. (Rome: 
Internat. Inst. af Agric. 1938. Pp. xi, 201.) 

“Detailed tables are preceded by summary tables designed to give a general 
idea of the extent of forest area in the American continent and in its com- 


ponent regions and of foreign trade of the different countries and of the whole 
continent.” 


Memoria correspondiente ai ao 1937. (Buenos Aires: Junta Reguladora de 
Vinos. 1938. Pp. 211.) 

Mexico: expropriation of foreign-owned oil properties, 1938. Memoranda, let- 
fers and diplomatic notes dealing with the expropriation of agricultural land 
and oil properties of foreigners in Mexico. (New York: Standard Oil Co. 

_1938. Pp. v, 144.) 

The profitableness of farming in Scotland. 9th rep. 1936-37. (Edinburgh: Dept. 
of Agric. for Scotland. Pp. 53. 1s. 8d.) 
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“A review of the Its and an analysis of accounts from 274 farms, 
The farms are clas »s according to the type of farming carried 
on, and the igures up are presented separately in the 28 statistical 


ng 
tables p pr ovided.” 


Report of the Comm be Bi tuminous Coal Industry. Prepared for 


the Conference on (New York: Nat. Bur. of Econ. Research. 
1938. Pp. xx, 144 


Information con ndustries has been accumulated at a rapid 
rate in recent year en though the information collected has 
not been thoroug! nalyzed, additional projects are undertaken 
which largely dup! rial or studies. The realization of the need 
for codrdinating s ind research caused the National Bureau of 
Economic Researcl e Conference on Price Research three years 
ago. This report or oal industry is the first fruit of these labors, 
with reports for « petroleum, steel, and automobiles to follow. 

The present vol ncise picture of the industry’s characteristics, 
a survey of all availal f data as well as significant earlier investiga- 
tions, and a progt to utilize the available information and to fill 
in the gaps. The ¢ nes 13 studies which may profitably be under- 
taken. In part, the projects represent studies of existing data and 
in part the collect 1 to fill in gaps—many projects combine 
both. In each case ogram has been prepared outlining the points to 
be investigated ar vailable data. 

The compreher rojected programs is indicated by the fol- 
lowing brief résu important lines of investigation suggested for 
the pricing policic ity of production cost data to those making 
price decisions; ir bor costs; of overhead costs; terms and condi- 
tions of sales; eff y sold on price; effect of price changes on the 
volume sold; imp peting fuels; price differences in various mar- 
kets; pricing poli ssion ; customer turnover; competitive trade 
practices. Many « | avenues of investigation would also prove 
fruitful for other 

Despite the et n price formation in economic theory, the 
field * price » rs affecting them are still relatively unex 
plored Wi hen tl ojects are cot npleted, the reasons for price move- 
ments and price ' ninous coal industry should be more readily 
understandable. 7 similar programs for other industries will 
provide a cross-s¢ rove invaluable in testing and modifying 
our theories con yperation of the price system. If this worth-while 

report by Profess: nd his Committee is typical of those to fol- 
low, it is a matt t the National Bureau has been able to set 
up committees t her industries. 
JULES BACKMAN 
Report of the Secs ' . (Washington: Supt. Docs. 1938 
Pp, 160.) 
The world coal-mi |. Economic conditions. Vol. Il. Soctat con- 
ditions. Stud. at : no. 31. (Geneva and Washington: Internat 


Labour Office. 1 vii, 372. $2, each vol.) 
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“Manufacturing Industries 


| NEW BOOKS 


BAKKEN, H. H. The cost of manufacturing and marketing evaporated milk. 
(Rio, Wis.: Rio Journal. 1938. Pp. 23. 50c.) 
yt BALDERSTON, C. C. and Karabasz, V. S. Management of a textile business. 
(Washington: Textile Found. 1938. Pp. 225. $2.) 
Cox, R. The marketing of textiles. (Washington: Textile Found. 1938. Pp. 382. 
id $2.) 


as Biennial census of manufactures, 1935. (Washington: Supt. Docs. 1938. Pp. 
en 1279. $1.75.) 

ed 

of Transportation and Communication 

NEW BOOKS 

Ww. Genrts, A. Der Fernsehdienst der deutschen Reichspost. (Leipzig: Felix Meiner. 
Cs, 1938. Pp. 30.) 

pa- HUNGERFORD, E. Daniel Willard rides the line: the story of a great railroad man. 
fill (New York: Putnam. 1938. Pp. 310. $3.50.) 

er- LocKLIN, D. P. Economics of transportation. Rev. ed. (Chicago: Bus. Pubs. 
nd 1938. Pp. x, 863. $4.) 

ine In its main outlines Professor Locklin’s revised edition is similar to the first 
5 to edition issued in 1935.1 The mew work, however, has been enlarged and 


altered in certain respects. Chapters on pipe lines and transport codrdination 


fol- have been added, and those on regulation of highway transportation and on air 
for transportation have been expanded to include recent significant developments in 
ing these fields. The reader will probably find the chapter on transport codrdination 
ndi- the most interesting addition in the revised edition. Professor Locklin examines 
the three methods of achieving codrdination: competition, monopoly, and govern- 
nat- ment regulation.? The author displays marked caution in stating his conclusions 
rade as to the preferred means of securing proper codrdination. Repudiating unre- 
rove stricted competition, he nevertheless states that “there may be an extensive field 

within which competition between different agencies is desirable, but this com- 
, the petition must be a controlled competition.” Likewise railroads should not 
nex: ‘be denied the right to engage in other forms of transportation” under regula- 
nove 


c tion, even though they have in the past discouraged the development of 
adily competing agencies. Professor Lock.in is inclined to look with favor upon the 


Suggestion in the report of the Splawn Committee, appointed by the President 
fying early in 1938, that a Federal Transportation Authority be created to help solve 
whale some of the pressing problems of the railroads. The Committee recommended 
0 fol- that the proposed Authority study the relative economy and efficiency of the 
to set various means of transportation as a part of its duties. This is unquestionably 

a condition precedent to the adoption of a comprehensive public policy on the 
AN question of transport codrdination. Professor Locklin Opposes rate-cutting on 

the out-of-pocket cost theory and also the granting of a subsidy “unless there 
1938. appears some compelling reason for its continuance in special cases.” 

RALPH L. DEWEY 
ah - ‘Reviewed in The Am. Econ. Rev., vol. xxvi, March, 1936, pp. 113-114. 
ternat. 


"These methods were discussed briefly in the first edition of Economics of Trams porta- 
on, pp. 756-759. 
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MARSHALL, D. F. D railways, down to the year 1830. (New 
York: Oxford. 19 315.) 

PALMER, H. Investme id reorganizations. (New York: Harper. 
1938. Pp. xi, 136 

The author's thesis estors can protect themselves from losses caused 
by social programs tribution of wealth by buying first mortgage 
bonds of bankrupt le undertakes to help either holders or prospective 
purchasers of such yzing simplified, hypothetical plans arranged 
to show what prios rs are likely to get from reorganizations when 
certain assumptions nings can be made. This is the most interesting 
part of the book. 

There is also a vy and procedure of modern railroad re. 
organization, anoth lroad bonds and the market, and several 
more general chaj industry, its regulation and finance. Just 
why all this is tied rams for the redistribution of wealth is not 
quite clear; but th ide is disturbed by current developments and 
thinks that it is a investors to “dig in.’’ He selects the railroad 
industry because it is because it has an abundant supply of defaulted 
bonds, and because it these bonds are undervalued. 

STUART DAGGETT 
SOMMERFIELD, V. I (New York: Nelson. Pp. 362. $3.) 
ZeEIs, P. M. America y. (Princeton: Princeton Univ. Press. Lon- 
don: Oxford Uni 3. Pp. vii, 254. $3.) 

In this sober, ) me dealing with the American merchant 
marine, the auth ten us as to whether the United States has 
a shipping policy y was and why it was adopted; the accom- 
plishments; and policy has been of benefit to the nation. Pre- 
sented originally a ssertation in political science, this careful study 
of group pressu tgely from the public viewpoint. 

The subject is y. The beginnings of American shipping 
legislation, the tt er successive federal administrations, and 
the activities of « rganizations are discussed in an intelligent 
and orderly fas! materials are largely the voluminous and 
unindexed congr but academic and other writings are not 
neglected. There t new factual information relative to ship- 
building costs in id foreign yards, prices of steel and other ma- 
terials at different r history, and relative to real and money wages 
of seamen under t national flags. The main thread of the economic, 
strategic, and p the shipping problem is well preserved 
throughout the \ 

In his strong i e recognized inefficiencies under the war-time 
program, the at td sufficient emphasis to the emergency 
features, the tre 1 urge to produce ships regardless of cost, 
and the inevita ing to the lack of an adequate personnel ex- 
perienced either ion under high pressure or in this branch o! 
public direction onomics of war bears little relation to that 
of peace-time. 1 f American shipbuilding and other private 
companies, whi realism needed in this investigation, is we! 


documented. Dr 1 sincere and welcome addition to the all too 
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meager literature dealing with these controversial, yet highly important, public 
and private questions. The bibliography is decidedly useful. 


ELioT G. MEARS 


Statistics of railways in the United States: fifty-first annual report for the year 
ended December 31, 1937, including also selected data relating to other common 
carriers subject to the Interstate Commerce act for the year 1937. (Washington: 
Supt. Docs. 1938. Pp. S-227, 282. $1.50.) 


Trade, Commerce, and Commercial Crises 


NEW BOOKS 


HEILPERIN, M. A. The monetary aspect of the raw materials problem and the 
revival of international trade, (Paris: Internat. Inst. of Intellectual Co-opera- 

tion. 1938. Pp. 41.) 

Kine, W. I. The causes of economic fluctuations: possibilities of anticipation and 
control. (New York: Ronald. 1938. Pp. xv, 353. $3.50.) 

Korntcs, G. Die neuen Gedanken in der deutschen Verkehrspolitik. (Leipzig: 

Felix Meiner. 1938. Pp. 27. RM. 1.) 

LOHMANN, M. Wandlungen in den Betriebs- und Finanzierungsformen des 

deutschen Aussenhandels. (Jena: Fischer. 1938. Pp. iv, 120. RM. 5.) 
LONGFIELD, M. Three lectures on commerce and one on absenteeism. 1835. 

Reprints of scarce works on political economy, no. 4. (London: London 

School of Econ. and Pol. Science. 1938. Pp. 111. 6s.) 

MacEwAN, M. I. Overseas trade and export practice. (New York: Chemical Pub. 

Co. 1938. Pp. 366. $5.) 

DE LA MORANDIERE, L. J. Le droit commercial. Section de Droit, no. 215. (Paris: 

Armand Colin. 1939. Pp. 224. 17.50 fr.) 

READING, D. K. The Anglo-Russian commercial treaty of 1734. (New Haven: 

Yale Univ. Press. 1938. Pp. ix, 337. $3.) 

VakiL, C. N. and MALustE, D. N. Commercial relations between India and 
Japan. (New York: Longmans Green. 1938. Pp. xiii, 210. $3.75.) 

This book tells much more about Japan than about India. Chapters 1 and 2, 
occupying over one-third of the text, describe the economic organization of 
Japan. They add little to what is available in the works of Orchard, Moulton, 
Wright and others. Chapters 4 and 5 are little more than a paraphrase of Indian 
commercial statistics, analyzing recent changes in exchange of commodities be- 
tween the two countries. Chapters 3 and 6, dealing with the trade in raw 
— — in cotton piece-goods, and chapter 7 on Japanese competition, are 
valuable, 

India depends on the Japanese market for an outlet for 50 per cent of her 
exports of raw cotton. Japanese goods make up 16 per cent of all imports into 
India, which is Japan’s largest market. Growing Japanese competition has 
tended to displace a wide variety of manufactures formerly supplied by the 
United Kingdom and other western countries—silk goods and other textiles, 
glassware, machinery, and manufactures of paper and of rubber. In a more 
limited range of products, boots and shoes, hosiery, umbrellas, toilet requisites 
and other fancy goods, Indian handicrafts and factory industries have suffered 
‘rom Japanese competition. The reasons for Japanese successes in the Indian 
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market the authors find not in low wages, long hours or other “unfair” labor 
conditions, but in the superior efficiency of the Japanese workers. 
“Though in respect rs of labor there is not much difference in India 
and Japan, except w! Japanese factories get special extension, we must Esse 
remember that the out f the Japanese labour is greater per hour than that 
in India because the efficiency of the Japanese labourer is greater than that of 
the Indian labourer. This may be partly because he is better housed, better fed 
and has better traini | partly because the machinery and capital equipment 
with which he has to k is better organized” (p. 160). It 
The semi-feudal relations between Japanese employers and the workers, the Patc 
close organization of Japanese exporters into buying and selling cartels, the ae 
assistance given by their government in exploring and capturing new markets, — 
are contributory fact Among the handicaps suffered by Indian industry, the 
the authors mention | ularly the social custom which deters women from has 
working in factories. first- 
Tariff barriers have had only limited success against imports of cotton goods of tl 
from Japan. Between 1 nd 1933, the ad valorem rate was raised from Prof 
20 to 75 per cent and irgin of preference enjoyed by British manufac. 
turers was widened f: to 50 per cent. Then quantitative restrictions were greal 
added. In the 1934 Indo-Japanese trade agreement the quantity of cotton goods situa 
accepted each year from Japan was related to the amount of Indian raw cotton com} 
exported to that country. The terms of the agreement, the authors believe, have exter 
favored Japan rather than India whil 
Percy W. BIDWELL 
trine 
WIcKIzER, V. D. SA: nd freight rates in the overseas grain trade. Wheat evad 
studies, vol. xv, no. 2. (Stanford University, Calif.: Food Res. Institute. 1938. recor 
Pp. 49-120. $1.) in hi 
The balance of international payments of the United States in 1937. Prepared | 
under the direction of AMos E. TAYLOR. Econ. ser. no. 3. (Washington: Supt. and | 
Docs. 1938. Pp. xii, 1 15c.) and 
Dum ping” ; paz del ( reorganizacién del servicio exterior de la nacién; la Ay 
paz econdmica por mercio y la industria. Estudio de problemas no. 49. sive | 
(Buenos Aires: Conf Argentina del Comercio, de la Industria y de |: troll 
Produccién, 1938.) 
Final report on the fifth censu production and the import duties act inquiry, reven 
1935. Part I. The t e trades; the leather trades; the clothing trades. (Lon- of rec 
don: H. M. Statio: Office. New York: British Lib. of Information. 1938. instal 
Pp. xviii, 512. $2.15.) a ment: 
International trade in certain raw materials and foodstuffs by countries of origin but it 
and consumption, 1937. Published by the Econ. Intelligence Service of the i 
League of Nations. (New York: Columbia Univ. Press. 1938. Pp. 176. $1.25.) all-tov 
Minimum list of commodities for international trade statistics. Rev. ed., by the a nev 
Committee of Statist Experts. League of Nations stud. and rep. on stat. meth- taugh 
ods, no. 2. (New Y Columbia Univ. Press. 1938. Pp. 62. 50c.) logic 
South America’s tradeé particular reference to the share of the United States studie 
in export and import trade of the ten republics. Rev., 1938. (Washington: Wiaons 
Chamber of Commerce of the U. S., Foreign Commerce Dept. 1938. Pp. 40.) ing fi 
Travaux du Congrés des E. mistes de Langue Frangaise, 1938. 1. La repnie And 
allemande: méthode résultats. 11. Hausse des prix et réorganisation des tion fi 


ter prises. (Paris: Domat-Montchrestien. 1938. Pp. 190. 48 fr.) With } 
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Accounting, Business Methods, Investments 
and the Exchanges 


Essentials of Accounting, and Accompanying Book of Problems and Prac- 
tice Set Material, with Forms Specifically Designed for the Practice 
Work. By W. A. PATON. (New York: Macmillan. 1938. Pp. xxi, 
830. $5.00.) 

It should be of interest to those readers who are familiar with Professor 
Paton’s other principal work, Accounting, to learn at least in a general 
way how the two books differ from each other. More than anything else, 
the author has expanded and enriched his treatment of many topics, and 
has brought in certain new matters for the purpose of rounding out a 
first-rate collegiate offering in the field. Without sacrificing a single one 
of the good points of the older treatment, it seems to the reviewer that 
Professor Paton has done much to give his course a broader utility, a much 
greater practical adaptability to the needs of the many varied classroom 
situations characteristic of the study of accounting. Supposedly he has 
compromised with the demand for strictly “how” books and for a more 
extensive dealing with the conventional topics of accounting practice. But 
while satisfying these demands, the author has contrived to teach the doc- 
trines of sound thinking about accounting, or, at all events, has never 
evaded the need for stating the essential issue in managerial, valuation, or 
recording policy without recognition of which the subject has little place 
in higher education. Although the book is long, it is explicit, reads easily, 
and is generally well arranged. Leading titles are provocative of interest 
and thought. 

Appearing as comparative newcomers, or receiving a much more inten- 
sive examination than was the case in Accounting, ate the topics of con- 
trolling accounts, costs and payables (to use the author’s own phrasing), 
revenues and receivables, cash audit and adjustment, valuation and audit 
of receivables, manufacturing accounts, consignments and branch accounts, 
installment sales, and two very significant parts devoted to financial state- 
ments and their interpretation. This listing is not exhaustive, by any means, 
but it is suggestive. Especially notable, in the reviewer's judgment, is the 
all-too-short discussion of the problem of manufacturing costing, marking 
anew day from which the subject of balance-sheet preparation can be 
taught with some formal attention given in the teaching medium to the 
logic of cost as it relates to the manufacturer's fabricated inventory. He who 
studies this book will have to go further than the mere learning of a record- 
ing ritual; and, what is best of all, he may very likely desire to do so. 
And who will dare to say that the student will not thereby find justifica- 
tion for the time and effort he gives to accounting as a subject competing 
with his courses in mathematics, economics, or the fine arts? 
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and, on the other hand, of preserving a sense of the essentially dynamic 
character of the economic system as a whole and of the institutions surround- 
ing investment in particular. As a consequence he emphasizes the analysis of 
underlying conditions and forces as a necessary complement to the study 
of the purely technical aspects of investment. He has at the same time 
brought problems of general public interest and policy into the frame of 
reference for the discussion of private investment. 

Other special features of the book include a treatment of the activities 
and functions of investment counsel, and a discussion of investments in 
commodities, including real estate, minerals and metals, and such miscel- 
laneous groups as objects of art, precious gems, and whiskies in bond. 
Some questions, on the other hand, are given relatively abbreviated treat- 
ment, as, for example, those connected with security diversification. 

The author has been at pains in various ways to lend aid to the reader 
and student. The chapters are carefully organized, with a generous use of 
headings, subheadings, and enumerations where these would be helpful. 
An effort, perhaps not altogether happy, has been made to utilize mnemionic 
symbols in presenting formulas for the calculation of yields, security prices, 
values of rights, etc. At the same time the progress of the reader is occa- 
sionally impeded by minor mechanical obstacles, including typographical 
errors, blind references not covered by footnote directions or index indica- 
tions,’ and the use of undefined symbols or terms.? 

Elsewhere the task of the student is sometimes rendered more difficult 
by obscure or ambiguous expression, or by the shifting use of terms. Ir. 
Part 1, for example, the author comments at various points on the un- 
satisfactory state of economic terminology and analysis, but unfortunately 
he leaves to ‘‘some ambitious student’’ the task of bringing order out of 
theoretical chaos* and he himself slips at times into a shifting and con- 
fusing use of terms. For example, he draws a conventional distinction 
between capital in value sense and capital goods that serve as the temporary 
depositories for “‘stored-up economic energy.” A fuller adherence to a 
valuation conception of capital might have left more room in the analytical 
structure for the consideration of intangibles, and might have brought into 
sharper focus those changes in capital and investment values that result, 
not from “saving” out of income or from the destruction of goods, but 
simply from changes in expectations and market valuations. 


A. M. MclIsaac 
Princeton University 


‘As, for example, the g. ».’s on pp. 73 and 226. 
_ "See the use of the term “trading on the equity” on p. 101, without any reference to 
its subsequent definition on p. 127; or the unexplained use of the summation sign on p. 75, 


in the symbolic representation of the calculation of average net return. 
See p. 49, footnote. 
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Consumers and the MARGARET G. Rew. (New York: Crofts. 
1938. Pp. xiv, ° 

This volume wart ntion, in part because the author has 
carved out a definite glected portion of the field of consump- 
tion for discussion he relation of the consumer to the market 
and the market to tl! 

The material is | 1: four introductory chapters furnish 
background for sub ns, touching upon the consumer as a 
center of interest, hi standard of living, and including like- 
wise a brief survey problems as Dr. Reid sees them; three 
additional chapters a narketing organizations and functions; 
seven chapters to retai | three chapters to costs and services; four to 
selling and advertising jual number each to standardization and to 
prices. The final ch le the author’s conception of an improved 
market system. 

The viewpoint of hat of the social scientist interested in the 
promotion of consu: is common to most of the newer books in 
the field. But the li r which Dr. Reid as well as other writers 
on consumer econo! to work become clearly apparent as the | 
author gets into the f selling and advertising. Authors in this , 
field are generally to rely upon their limited first-hand observa- 
tion as consumers xtent upon scattered data and opinion ; 
derived from secon [he study of the operation of the business , Ss 
structure from the he difficulties encountered and the ffort . 
actually made to br ction and policies in line with consumer needs Rf 
is custornarily not dertaken. The author arrives at conciusions before es 
sufficient dependable and representative data are available. The appraisals s 0 
of advertising and of selling practices, for instance, are usually based upon ( 
scattered instances which indicate undeniably the presence of abuses which n 
call for remedy. At scattered instances do not give a basis - Sl 
for determining tl p of those abuses to the performance of a 
selling and advert ; a whole; and it has seemed to the By 
reviewer that apps lude a consideration of magnitudes as 
well as of types. I te that conspicuous instances of abuse at: re 
tract much moce at pparently much more newsworthy than In 
the continuous pro the good business citizen to do a reasonably Se 
decent job within 1 mposed by his own group and by society. ex 
The selection of inst Dr. Reid into difficulties of conclusion which If 
are at times recog not so clearly understood. it 

The reviewer | Dr. Reid fails to check attitudes and con . pr 
clusions against at ption of the limitations which hamper those th 
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desires of the consumer group. In the appraisal of salesmanship (p. 279) 
the statement occurs, ‘‘Persuasive selling would not occur if consumers 
independently of advice of goods to sell decided upon the exact goods 
desired and bought only these, or, if they were not available, decided for 
themselves what aiternatives were acceptable.” To many a manufacturer 
that would be a “consummation devoutly to be wished,”” Dr. Reid’s state- 
ment, however, is an oversimplification because it omits the fact that the 
seller must make decisions as to what to produce or manufacture sometimes 
months and at times years before the product is placed definitely before 
the retail customer for purchase. Dr. Reid goes on to point out some of 
the limitations of the consumer in the expression of his desires, but she does 
not point out consistently that with none of the techniques that businessmen 
or psychologists have been able to devise is it possible with complete as- 
surance to determine what the consumer will want. Failure to sell what the 
producer finally decides to make means loss for businessmen undoubtedly, 
but it also means unemployment and loss to society. 

There is in this volume, as in many other treatments of consumer prob- 
lems, the recurrent theme that informative selling and informative adver- 
tising are acceptable within Jimits but that other appeals in advertising are 
not acceptable to the consumes. Is this not an over-emphasis? Unless a 
system of allotment is used to provide consumers with goods, sellers must 
vie with cach other in presenting their wares to buyers under a competitive 
system or consumers must approach numerous producers and sellers with a 
view to satisfying their wants. To an extent the latter alternative may and 
probably will be developed through codperatives and other devices if it is 
shown in fact that competitive business enterprises cannot satisfy the wants 
of consumers more satisfactorily than coéperative. No reasonable person 
objects to governmental and moral controls which will eliminate fraud and 
misrepresentation from the contacts of sellers with buyers. That the con- 
sumer has at times been injured by abuse of emotional appeals is fully 
admitted, but it is a non sequitur to conclude that only inforrnational selling 
presentations are justifiable. 

We must recognize first that information cannot be given to consumers 
for many articles of commerce which wil! be helpful in choice without 
introducing subjective factors. Consumer satisfaction is itself subjective. 
Second, one need not labor the point that human action is to a very large 

extent emotional and only to a relatively small degree entirely rational. 
If one then adds to these considerations the fact that in a competitive regime 
it is necessary to secure buying action if plants are to operate, goods to be 

produced and consumers to have purchasing power wherewith to satisfy 
their wants, we must conclude at least tha the use of emotional appeals 
to secure buying action is not to be condemned offhand. 

To conclude, Dr. Reid has presented in useful and acceptable form in- 
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goods, consumers’ goods, and marketing problems. Two approaches—the 
commodity approach and the institutional approach—are used in an under- 
standing of the functions of marketing. In Part 2 the commodity approach 
is employed in the treatment of the marketing of business goods, and in 
Part 3 the institutional approach is used in discussing the marketing of 
consumers’ goods. Part 2 begins with raw materials and takes them to the 
manufacturer; Part 3 deals with the goods after the manufacturer has 
finished them and describes the institutions through which they reach the 
ultimate consumer. The approach is logical, beginning at one end of the 
marketing process and concluding with the consumer. 

Special mention should be made of a chapter on “The consumer as a 
buyer’’ that is somewhat different from the usual chapter on the consumer, 
in that it treats of the consumer not in terms of income, buying motives, and 
goods purchased, but in terms of the part the consumer plays in guiding our 
economic system, and with the difficulties of ““‘buymanship” as contrasted 
with salesmanship. The chapter on “Fundamental aspects of the pricing 
problem” deserves a red star, devoted as it is to economic price principles 
under various degrees of competition, including monopolistic competition, 
and serving as a review of a difficult section of the elementary course. 


J. S. RoBINSON 
Carleton College 
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ANDERSON, E. H. and SCHWENNING, G. T. The science of production organiza- 
tion. (New York: Wiley. 1938. Pp. x, 282. $3.50.) 

Comparatively few books in the field of business have been written on the 
somewhat specialized subject of organization. Most of them which have been 
devoted to this field have been restricted to some very limited aspects of legal 
or financial organization. The volume under consideration is a genuine con- 
tribution in its field, particularly in that it is eclectic in its approach to the 
problem and, at the same time, somewhat critical of the various forms of func- 
tional organization of the operating enterprise. 

Beginning with a particularly useful survey of business organization and 
economic contributions thereto, there follows a section devoted to the develop- 
ment of organization structure and consideration of forms of industrial work 
and their measurement and analysis. Then follows a description of the various 
types of organizations and characteristics, advantages, and disadvantages of the 
various organization types. During the last few years various attempts have 
been made to find certain laws of organization and management. A survey of 
this work is made. The latter part of the book is given over to some factors 
in Organization which, although considered in the past, will have to be much 
more carefully treated in the future. The sections on industrial democracy, 
integration, and rationalization are particularly good. 

There is an excellently selected and very complete working bibliography, a 
well chosen name index and an adequate subject index. 
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This source book on industrial matiagement is an anthological revision of 
the relevant literature in the direction of an orientation of the new German 
economic politics. The first part aims to clarify the fundamental concepts of 
the study of industrial management. The second part is devoted to a considera- 
tion of questions of organization and legal forms, labor and bookkeeping, with 
special emphasis upon the earlier neglected small and medium-scale industries. 
The third part deals with market problems. Problems of modern methods of 
auditing are discussed in the last part of iae volume. The work is dedicated to 
the fortieth anniversary of the corameicial rniversity in Leipzig, the first institu- 
tion of its kind in Germany. 


HERMAN HAUSHEER 


Gracc, M. T. in collaboration with BorpEN, N. H. Merchandise testing as a 
guide to consumer buying. Bus. tes. stud. no. 22. (Boston: Harvard Univ. Bur. 
of Bus. Research. 1938. Pp. v, 84. $1.) 

GsTALDER, M. F. Mortgage pools for trust investment. Trust research ser., no. 3. 
(New York: Research Council, Am. Bankers Assoc. 1938. Pp. 119. $1.50.) 

Hart, A. G. and THE COMMITTEE ON DeBT ADJUSTMENT. Debts and recovery: 
i study of changes in the internal debt structure from 1929 to 1937 and a pro- 
gram for the future. The factual findings, by ALBERT GAILORD Hart. The 
program, by THE COMMITTEE ON DB. ADJUSTMENT. (New York: Twenti- 
eth Century Fund. 1938. Pp. xxvi, 366. $2.75.) 

Harwoob, E. C. and BLair, R. L. Investment trusts and funds from the investor's 
point of view. (Cambridge: Am. Inst. for Econ. Research. 1938. Pp. 104. $1.) 

An analysis of the performance of individual trusts with judgments as to 


their relative merit. The income from each is illustrated by diagrams with com- 
parison with the average of all. 


Horcukiss, G. B. Milestones of marketing: a brief history of the evolution of 
market distribution. (New York: Macmilian. 1938. Pp. xvi, 305. $2.50.) 

The author sets out to “‘trace the most important steps in the evolution of 
marketing, and thus provide a background for the better understanding and 
appraisal of present day distributive methods” (p. vii). From chapter 1, ‘The 
beginnings of English trade’ (seventh century) on through the entire book 
ending with chapter 15, ‘Marketing under the New Deal,” one is made to 
live through the various periods discussed. Professor Hotchkiss has filled a 
real need with this brief readable book emphasizing trade history in contrast to 
the usual political or economic (largely industrial) treatments of history. 

The modern merchant is shown that some of his major problems, problems 
often thought to be peculiar to the present time, are by no means new. For 
example, over-production, under-consumption and mal-distribution have been 
problems for centuries; and price-fixing, taxes, tariffs, government monopolies 
and curtailed production have been tried as solutions to these problems. Gov- 
ernment influence in fostering or retarding trade development has been uni- 
versally present from the time of the chapman (peddler salesman) of the 
seventh century to the present. This government influence is significant, 
whether it be the fostering of the Stuart monopolies, mercantilism, preseui 
nationalism, trade associations, or the restriction of chain stores, price-cutting, 
national advertising, or integration in retailing. 

Trade developments in turn have had considetable influence on political 
and social development, making the perspctive gained by reading this Bacinet- 
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New ove, G. H., and others. Elementary accounting. (Boston: Heath. 1938. Pp. 
695. $4.) 

OsporNE, H. W. Profits out of Wall Street. (New York: Knopf. 1939. Pp. viii, 

51. $1.29.) 

Author emphasizes the trend of stocks as a determining factor. 


Ports, J. E. Bank accounting and bank audit control. (Cambridge: Bankers Pub. 
Co. 1938. Pp. 202. $4.) 

READ, E. V. W. An analysis of the retail trading relationships of Elgin, Illinois, a 
satellite city. (Chicago: Univ. of Chicago Press. 1938. Pp. ix, 87. $1.) 

RHEA, R. Dow’s theory applied to business and banking. (New York: Simon and 

Schuster. 1938. Pp. xii, 131. $2.) 

Presents a brief summary and explanation of the Dow theory and its record 

of accuracy. The author believes that this theory is applicable to forecasting 

business movements and banking problems. 


RicHert, G. H. Retailing: principles and practices of retail buying, advertising, 
selling, and management. (New York: Gregg Pub. Co. 1938. Pp. 432. $2.) 
ROBINSON, O. P. and Brisco, N. B. Retail organization and management. (New 

York: Prentice-Hall. 1938. Pp. 585. $5.50.) 

RownTREE, B. S. The human factor in business: further experiments in industrial 
democracy. 3rd ed. (New York: Longmans Green. 1938. Pp. xx, 244. $1.75.) 

SELVAGE, J. P. and Lez, M. M. Making the annual report speak for industry. 
(New York: McGraw-Hill. Pp. 187. $4.) 

SPENCER, W. H. A textbook of law and business. New 2nd ed. (New York: 
McGraw-Hill. 1938. Pp. xvi, 1132. $4.) 

VAN SICKLE, C. L. Cost accounting: fundamentals and procedures. (New York: 
Harper. 1938. Pp. viii, 998. $4.50.) 

Boston conference on distribution, 1938: a national forum for problems of 
distribution. (Boston: Boston Chamber of Commerce. 1938. Pp. 125. $3.75.) 

Companies: forty-seventh general annual report by the Board of Trade. (London: 

H. M. Stationery Office. New York: British Library of Information. 1938. 

Pp. 20. 15c.) 

Conservation and economic planning in California. Proceedings of the annual 

meeting of the Pacific Southwest Academy, April 30, 1938. (Los Angeles: 

Pacific Southwest Academy. 1938. Pp. 40. 75c.) 

Employee's handbook: useful information about your WPA job. (New York: 
WPA. 1938. Pp. 59.) 

l oe price policies. Pamph. no. 23. (New York: Public Affairs Committee. 
938. Pp. 32.) 

Investment trusts and investment companies: report of the Securities and Ex- 

change Commission pursuant to Section 30 of the Public Utility Holding Com- 

pany act of 1935. Part 2. Statistical survey of investment trusts and investment 

= (Washington: Securities and Exchange Commission. 1938. Pp. 

Supervisor's and foreman’s handbook. (New York: WPA. 1938. Pp. xvi, 74.) 
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ent uncertainties continue. It may be necessary to take away from corpora- 
tions a large proportion of all undistributed or uninvested savings. He states 
with force and admirable clarity the reasons why the state must maintain 
spending if the private investor will not. These proposals follow the lines 
adopted in Sweden in recent years—a long-run balancing of the budget with 
deficits in depressions and surpluses in periods of prosperity. 
Professor Rogers is at many points very critical of the expansion of gov- 
ernment activity. His own proposals for general control through the use of 
the fiscal and monetaty powers of the state are likely, however, to call for 
far-reaching and more specific controls to make them effective. Public spend- 
ing in recent years has been far less wasteful than is often stated, but it does 
result in a diversion of resources that calls for appraisal. Moreover the 
businessman often contends that when the state takes over a large measure 
of control over the total volume of spending a new element of uncertainty 
is introduced into his calculations. In other words, these financial controls 
uiay conflict with the proposal to reduce business uncertainties. The an- 
tagonism between business and the federal government in recent years, of 
which Professor Rogets writes at length, is probably due more, however, 
to resentment at the development of effective government. In many respects 
the state has been merely catching up with democratic governments in Eu- 
rope, although it has been catching up with remarkable speed. Professor 
Rogers is in fact probably not avoiding the tendency to increasing economic 
control by the state as successfully as he suggests. Perhaps the most acute of 
uur present problems is that of preserving the democratic control of an in- 
creasingly centralized economic power, rather than the avoidance of further 

economic centralization. 
ARTHUR ROBERT BURNS 

Columbia University 


Competition and Monopoly in Public Utility Industries. By BURTON N. 
BEHLING. (Urbana: Univ. of Illinois Press. 1938. Pp. 187. $2.50.) 
,.!r.an introductory chapter the author summarizes our early experience 
».#Hompetition in the field of local public utilities, and reaches the con- 
dlusion that the goal of satisfactory service at the lowest price cannot be 
reached through duplication. He then sets forth the case for monopoly as 
7 most economical method of providing utility service. Reliance on 
nopoly presupposes, of course, the effectiveness of the regulatory process; 

it regulation in practice is alleged to have proven unsatisfactory. Regulation 
ing a failure, some advocate a return to direct competition (the competi- 
tion of like with like—of one electric company with another), and others 


advocate reliance upon indirect competition (the competition of substitute 
commodities or services). 
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The revision of this work consisted mainly of incorporating recent develop- 
ments, down to 1938, and additional data on some of the older cartels. Con- 
siderable emphasis is given to international combines in air transportation and 
armament manufacture, and to the relationships between international com- 
bines and international trade quotas—all subjects of great current interest and 
importance. (See review of first edition, March, 1935, p. 125.) 

Howarb M. TEArF, Jr. 


RoBINSON, M. H. Corporate organization and management. Edited and enl. by 
P. D. Lipscoms. (Chicago: La Salle Ext. Univ. 1938. Pp. 306. $2.50.) 

RuGGLes, C. O. Problems in public utility economics and management, 2nd ed. 
(New York: McGraw-Hill. 1938. Pp. 788. $6.) 

The Howard University studies in the social sciences. Vol. 1, no. 1. (Washington: 
Howard Univ. 1938. Pp. viii, 188.) 


Contains an article on “Africa and the rise of capitalism,” by Wilson E. 
Williams. 


Labor and Labor Organizations 


The Management of Labor Relations. By GORDON S. WATKINS and PAUL 
A. Dopp. (New York: McGraw-Hill. 1938. Pp. xviii, 780. $4.00.) 

This volume might be supplied with a subtitle, A Discourse on the Art 
of Stimulating Workers to Maximum Productive Efficiency. The authors 
give adequate attention to the biological, psychological, and social needs of 
workers; but no industrial executive or student can complain that the authors 
have let their humanitarianism rule their business sense. They are insistent 
that the executive must understand his workers as human beings, with a 
complete outfit of physical, mental and social demands they are seeking to 
satisty. This knowledge will help him to reduce costs and improve his com- 
petitive position. We have here a first-rate manual of productive efficiency 
for employment and personnel managers. 

It is a manual with definite values and limitations. The student will find 
an excellent outline of the functions and routine of the personnel manager. 
The personnel manager will find a wealth of specific and detailed sugges- 
tions for meeting most of the types of problems he is likely to face. A few 
of the topics discussed with particular excellence may be mentioned. Part 
3 on the technique of selection and placement, particularly the chapter on 
job analysis, contains a judicious appraisal of alternative methods. The sec- 
tion on financial incentives presents a more complete and detailed descrip- 
tion of the most prominent systems than is customary in texts in this field. 
ame methods of employee training and education are carefully outlined. The 
“iscussion of the problems involved in hours and pace of work furnish an 
excellent introduction to the management aspects of this matter. Indeed 
it may be said that whenever the authors are dealing with the specific func- 
tions of the personnel manager they are at their best. If any general criticism 
is to be made of these, the most prominent sections of the book, it is that 
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Research conducted jointly by industries and universities in technical prob- 
lems of mutual interest has increased enormously in recent years and is now 
accepted as commonplace; similar collaboration, however, on social prob- 
lems and on human behavior, effort and reactions is still all too rare. The 
elaborate study by Professor Whitehead is concerned solely with those 
human factors. It was made by him and his assistants from the Harvard 
Graduate School of Business Administration, at the Hawthorne Works of 
the Western Electric Company. Their observations were carried on continu- 
ously for almost six years starting in April, 1927. For the purpose of the 
study five girls assembling small electric relays were segregated in a special 
room away from the main relay assembly department, and provided with 
the necessary supervision and clerical, inspection, and service labor. The 
operation consisted of assembling from 26 to 52 fine parts, depending on 
§ the type of relay, and took an average of about 40 seconds to complete the 
cycle. A high degree of accuracy and dexterity was required, which neces- 
sitated a long period of training; but to the experienced operators chosen 
for the experiment the work-motions had apparently become automatic, 
and production was increased rather than hindered by conversation. The 
five girls continued to work, as they had in the main assembly room, on a 
group bonus plan. 

The small size of the group made it possible to zecord, and later to 
analyze, an immense volume of data covering not only the material aspects 
of the group but also the social situation and the attitudes and reactions 
of the individuals. The most important factor measured was output which 
was recorded automatically for each operator by a device which showed 
the time of completing each relay. All of the other conditions recorded 
were evaluated in terms of these production records. Other records of 
physical factors included changing types of relays, quality, a variety of 
arrangements of rest periods during the day (some of which included re- 
freshments), the amount of rest each night, periodic illness, holidays and 
annual vacations, and temperature and relative humidity. In addition to 
these records of material factors, however, much information was recorded 
concerning social conditions both in the test room and in the workers’ 
homes. The attitudes of the workers toward each other, toward their work 
and toward the company and its executives, and their interests and activities 
outside the plant were all recorded from their conversations either with 
cach other or with the observers. From this point of view the experiment 
Was initiated under very favorable circumstances as all of the operators 
seem to have entered enthusiastically into the experiment and enjoyed the 
Prestige they gained from it with the company executives, with the other 
workers at the plant and with their families. This attitude resulted in a 
high degree of frankness throughout the study. 
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as unemployment, wages, hours, etc., are the more vivid as they reflect the 
light of their importance in the actual life and thoughts of the worker. In 
the same way the discussion of the success and failure of labor organization 
among these groups projects ahead to her later analysis of unionism and 
its problems and policies, as is also the case with the later chapters on 
governmental participation in the solution of labor problems. 

The later portions of the work covering the topics of unionism, labor 
legislation, and governmental activities related to labor, are well presented 
and are abreast of the times. But the character of the material in these 
chapters largely calls for an orthodox presentation. However, whenever 
aspects of these chapters permit them to be viewed as group concerns and 
as group activities, the same technique of analysis gives vitality to the 
treatment. 

The impression is gained that Miss MacDonald is happier in the use of 
material which deals with attitudes, reactions, and the swing of men and 
events, and that she is not so much concerned with theoretical analysis. But 
any such understanding is clearly indicated in her stated line of approach 
to her subject. 

As a textbook for use in the ordinary undergraduate class in labor prob- 
lems, the volume should prove to be altogether satisfactory. The coverage 
is thorough, perhaps not as exhaustive in some particulars as other avail- 
able works, but none the less adequate in every way. Throughout, the book 
presents a temperate and well considered analysis; and at the same time it 
is energetic. 

HERBERT MAYNARD DIAMOND 

Lehigh University 


How to Deal with Organized Labor. By ALEXANDER FELLER and JAcos E. 
Hurwitz. (New York: Alexander Pub. Co. 1937. Pp. xii, 664. 
$6:50.) 

I was introduced to Feller and Hurwitz’s monumental volume by a brief 
review in a left-wing paper which described the book as ‘‘another strike- 
breaking manual.” Friends in labor circles spoke of the authors as industrial 
relations counsellors who broke unions through a process of attrition. This 
was a bad start toward a sympathetic review. Since then I have read the 
D 0k carefully, used it constantly for reference and required it as collateral 


reading 


g in a course in industrial relations. After two months’ classroom 


discussion, both my students and I find ourselves in complete disagreement 
with the view of this book expressed above. 

The book is huge, relatively expensive and therefore written for special- 
‘ts—primarily for personnel managers and business executives. The lan- 
guage, however, is simple, highly readable and well adapted to classroom 
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re three main divisions of subject matter. The 
the structure, policies and recent history of 
s well-balanced and immediately establishes 
of the basic economic objectives of trade 
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| in Board decisions. Well-documented, clear. 
left me curious as to the authors’ reasons for 
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cold calculations, not on unreasoning emo- 
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The Index Which Determines the Wage 
| Labor. The Reforms Required in Wage 
Practices. By A. GRANT McGrecor. (New 
i, 316. $2.50.) 
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This book, written by a practical English businessman, is the product of 
original unorthodox thinking which comes like a fresh breeze in the heavy 
atmosphere of solid economic literature. The author tackles the one un- 
solved fundamental problem which troubles the businessman and econo- 
mist alike: how to overcome the recurrent periods of depression and assure 


continued prosperity to the masses of the people. His remedy is bold, origi- 
nal and very simple. 


The solution of the economic problem is to be found not in the regulation of 
prices, profits, or production, but in the rational control of wages (p. 15). ... 
When over-production and falling prices become imminent the remedy is to con- 


sume more. As... the pet age of the total consuming power for consumers’ 


goods is ultimately in the hands of wage and salary earners, higher wages and 
salaries . . . are the remedy for over-production (p. 14)... . When over-production 
becomes imminent . . . the Government should step in and poo a simple duty 
by decreeing that the pay of wage and small salary earners throughout the country 
be raised (p. 15). 

One would expect that a decree ordering a general wage rise in a de- 
pressed market would cause employers to shut down their plants. We have 
been accustomed to wage reductions in a falling price market; and price 
reductions are the time-honored means of reviving a lagging consumer 
demand. All this, in the opinion of the author, is the wrong way of over- 
coming a depression and bringing about lasting prosperity. 

The wage-raising decree is not the only step contemplated by Mr. Mc- 
Gregor. Coupled with wage-control is the control of prices. England, having 
tid itself of the gold standard, must take the next step and make her cur- 
rency entirely a credit currency. He would create a currency of a constant 
purchasing power like that advocated by Irving Fisher but operated through 
atotally different mechanism. Says Mr. McGregor: 


Careful consideration will reveal that there is no other way of maintaining the 
purchasing power of a sound bank-note currency unit constant in wholesale 
markets than by increasing wages and salaries when wholesale commodity prices 
tend to decline, and by preventing further rises in wages and salaries when whole- 
sale commodity prices tend to rise. Exactly the opposite procedure has been re- 


sponsible for periods of rising prices and then distressing deflation in the 
past (p. 35). 


Here in a nutshell is the essence of the author’s mechanism for con- 
trolling wages and through them prices and the business cycle. 

The question naturally arises: how can employers be expected to pay 
higher wages in a depressed market? The author anticipates the question. He 
Proposes that: 
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of a rise in wages and salaries and in the pay of the unemployed 
ghout the country is to be effective thirty days from today (p. 21). 
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any Wage Board could carry out its mandate. That powerful organizations 
of employers would let a small bureaucratic body decree a general rise in 
wages when prices are sagging, orders are lacking and when they are fran- 
tically trying to reduce costs, is extremely unlikely. That equally powerful 
labor organizations commanding the support of millions of voters would 
permit a decree ordering a reduction of wages in the face of a rising price 


level without raising a storm or calling a general strike, sounds even more 
improbable. 


The author’s best chance of testing the economic soundness of his theory 
would seem to be in selling it to Hjalmar Schacht instead of trying to induce 
his own countrymen and the United States to try it out. That totalitarian 
state which has already succeeded in completely divorcing itself from the 
corrupting influence of gold, and in which both employers and employees 
have learned the wisdom of obeying government decrees without a murmur, 
should furnish the ideal testing ground for his plan. 


N. I. STONE 
New York City 


NEW BOOKS 


ANDERSON, B. M., JR. Wages, hours and profits. Address before the Chamber 
of Commerce of Kansas City, Dec. 14, 1938. (New York: Chase National 
Bank. 1938.) 


Anprews, J. B. Labor laws in action. (New York: Harper. 1938. Pp. xviii, 243. 
$3.) 

The purpose of the book is to give “‘a realistic account of activities through 
the development of industrial commissions or labor departments as instruments 
of social control” with the assumption that efficient administration is at least as 
important as more labor laws. The development is logically and completely 
perfected in essential details. The fruition of years of direct observation, practi- 
cil experience, and meticulous care has resulted in a striking ingenuity in 
historical synthesis. Labor law administration in America is divided pragmati- 
cally into twelve principal branches which are studied exhaustively as a means 
of giving protection to millions. Concomitant with industrial development, state 
enforcing authorities have developed to administer piecemeal legislation in a 
decentralized manner which would be far more efficiently and economically 
administered under centralized control. Striking features are the breadth of 
vision and completeness of detail concerning the financing of administration 
and official publications of the 48 states. 

Two chapters are devoted to American factory inspection and mine safety 
regulation which results in slight repetition. The author is perceptively influ- 
enced by a former intensive research study of five leading industrial states. 
Distinctly impressionistic is the comprehensive descriptive information which 
does not show a loss of sense of proportion by a fascination for minutiae. 

Forty pages concerning British factory inspection are for a twofold pur- 
Pose: (1) to demonstrate the effect upon American labor legislation: and 
(2) to compare the adequacy of labor laws and the efficiency of the inspectorate. 

The author is optimistic regarding the ultimate possibilities of national 


h 
an 

Se 
ry. 

ce 
nd 
Ns 

ral 

ng 
dle 

red 

its 
) uf 

and 

the 
our 
evel 
pate % 
e are 

tiers 
ree 4 
ustty 
W age 
y, ne 
com: 
e the 
ch in 
d ond 
uthor 
idea 
rough 
how 
O pa 

how 


170 Reviews and New Books [ March 


labor law ad n due to the validation of far-reaching labor laws by 
the Supreme is well as the auspicious beginnings. The intensification of 
mutual inter tions and the glaring need for effective legisla. 
tion direct att istoriography of the International Labor Organiza. 
tion. This cl ys a keen insight into the development and function. 
ing of the I.1 s, such as remote responsibility and limitation of 
duties and { strengthened which will lead to a more effective 
application ( il labor treaties and ameliorate startling inequalities 
LUCIAN H. CARTER 


ATKINSON, R RANTZ, L. C. and DEMING, B. Public employment 
Service in tl i States: an authoritative handbook of organization. 
administrati federal, state, local. Soc. Sci. Research Council stud. 
in admin., \ (( Public Admin. Service. 1938. Pp. 496. $3.75.) 

BELL, M. W. a G. L. Employment and unemployment in Philadelphis 
in 1936 and i. May, 1937. Rep. no. P-3. (Philadelphia: WPA 
in codperatic f Pennsylvania Industrial Research Dept. 1938. 
Pp. vill, 91.) 

BENEY, M. A. | in industrial wages and hours in the United States. 
Stud. no. 238 York: Nat. Industrial Conf. Board. 1938. Pp. xviii, 203. 
$3.50.) 

This stud : some 40 pages of text and 163 pages of tabular 
material, is ntribution to the analysis of the wages issue and 
toward a be nding of wage problems in American industry. In 
particular, tl t to ascertain primarily the facts as to wage differen- 
tials for con fferent size, for establishments of different size, and 
for different ntry. A similar effort is made to ascertain variations 
in working h 
The data ' 1 largely from questionnaires sent to employers in 

the cotton, { hine, furniture, lumber, and fruit industries. Cer- 
tain other av n was also utilized. In all, nearly three-quarters 
of a million e covered in all parts of the country. Data were asked 
for individu ks, separately for men and women, and for both. 
Hence the d nearly comparable as possible and the differentials 
ascertained we ne general labor make-up engaged in equivalent 
tasks. Inforn btained regarding minimum rates of pay and 
the standard Wages were found to be highest in the Far Wes 
and lowest it [he generally held belief that wages in large cities 
are higher th mmunities was substantiated in this study, but the 
correlation wv means perfect.” The survey definitely discovered that 
on the whole nies pay higher wages than smaller. 

Only a cot || proportion of the workers received the minimum 
rate and the | among regions, communities, and establishments to 
about the sa irnings in general. The standard work week was 
found to be t in the South and shortest in the Far West; but little 
difference w | by size of establishment. 

The final ns for wage differentials” is a brief but illumintt 
ing analysis s which have to be taken into account in a scientil¢ 
study of was ficiency of labor, the supply of labor, the extent 0 
unionization, types of p t, etc. With reference to the influence of living 
costs, the con onificant. “While in general it has been found thit 
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living costs in the South are definitely lower than in the East or Far West, the 
differential in living costs is considerably less than in wages. Moreover, while 
there is only a moderate difference in living costs between the South and the 
Middle West, wages on the other hand differ markedly. On a population 
basis, also, the differential in wages is found to be substantially more than 
the cost of living. . . . Hence, the variations in living costs are not sufficient 
to account for the differentials in wages.” 


HERBERT MAYNARD DIAMOND 


BLoss, E. Labor legislation in Czechoslovakia, with special reference to the 
standards of the International Labor Organization. (New York: Columbia 

tion- Univ. Press. 1938. Pp. 210. $3.) 
stud. Brooks, R. R. R. When labor organizes. New ed. (New Haven: Yale. 1938. 
.) Pp. 371. $3.) 
Iphia Revised through August, 1938. 
WPA Cups, M. W. This is democracy: collective bargaining in Scandinavia. (New 
1938. Haven: Yale Univ. Press. 1938. Pp. xvii, 169. $2.50.) 


In this book Mr. Childs continues the good work commenced in his 
tates, Sweden: The Middle Way. He is here giving more detailed information to 
20}. the American public about how democracy works in “the quiet corner” of 

Europe—from where no rumors of war and riots come to enlighten our people 
bular regarding the existence of those countries. Mr. Childs is more careful with 
> and respect to the information given and, therefore, less enthusiastic than in his 
y. In former work. And this time he considers Norway and Denmark almost as 
feren- much as Sweden. 

», and The author is mainly occupied describing the process and results of collective 
ations bargaining between capital and labor in the Scandinavian countries. Both labor 
and capital are highly organized in local and national unions, and the trade 
ers in agreements made from time to time between the officials of those opposing 
. Cer groups have been recognized as the law of the land and have been enforced by 
arters the respective governments during more than three decades. A well-trained 
asked government official usually “works behind the scenes” as an umpire between 
both. the two parties. Strikes and lockouts have not been eliminated, but working 
entials conditions for both parties have been greatly improved and stabilized; and, 
valent very significantly, as the capitalists and laborers have met in joint conferences 
y and from time to time, they have learned to understand, tolerate, and respect each 
West other. They are on the paths of understanding and reason rather than intoler- 
cities ance and riots. Only thus can democracy have a chance for success. 
mat the _ Additional chapters give a sympathetic explanation of the position and activi- 
di that ties of the socialist governments in those countries (where they have large 
budgetary balances every year and are reducing the national debts—contrary 
imum to the wishes of the wealthy people with surpluses to invest). In “Labor goes. 
nts t0 to school” we are informed about the cultural activities of organized labor; one 
k wis chapter is devoted to the union of house-maids in Denmark and the success of 
t little these maids in establishing training schools for such “house assistants” ; another 
chapter concerns the close affiliation, but not frictionless relationship, between 
the labor unions and the codperatives ; and in a long chapter on the “Company 
town” he describes the apparently utopian relationship between capital and 
labor in the mining towns in northern Sweden. 
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DAUGHERTY, C. ] blems in American industry. 4th rev. ed. (Boston: 
Houghton Mit Pp. xxii, 984, xiv. $3.50.) 

This volume well organized and comprehensive work which 
first appeared it The plan of organization remarked upon by this 
reviewer at th mains essentially unaltered. Quite naturally the de. 
velopments which iven us the C.I.0., the Social Security act, the National 
Labor Relation have imposed upon Dr. Daugherty the necessity 
of reorganizin aterial im all parts of the volume. Throughout the book 
changes in the lded and dropped topics appear in this revision. Some 
changes have made in the general outline of the volume. Dr. 
Daugherty has ged to bring under control a difficult and unwieldy 
range of materia 


H.M.D. 


Ex.ey, H. J. and M N, F. R. E. Employment and its seasonality in Tas- 
mania. Stud. of tl nian econ., no. 7. (Hobart: State Finance Committee. 
1938. Pp. 19.) 

EZEKIEL, M. Jo/ hrouch industrial expansion. (New York: Knopf. 
1939. Pp. xvilti, 2 

Ferrer, A. and } itz, J. E. How to operate under the wage-hour law. 
(New York: A Pub. Co. 1938. Pp. vii, 248. $3.50.) 

The purpose of thors of this book has been to place in the hands of 
those directly inte primarily employers) an explanatory statement of 
the applicabilit | provisions of the Fair Labor Standards act of 1938, 
more popular]; the Wage-Hour law. The authors are attorneys, ex- 
perienced in tl labor law, and have previously collaborated on a 
study of the W rl Relations act. 

The crucial regarding the Wage-Hour law in the minds of most 
employers is, “I t apply to my business?” Part 3 of the book approaches 
the answer to t! tion throug a concise and lucid discussion of the 
concept of inte erce. The position is taken that the application of 
the law will be that of the Wagner act. After an analysis of leading 
Supreme Court d n the question of interstate commerce, the authors 
cite numerous uses in which the National Labor Relations Board 
has held various | business subject to the Wagner act by virtue of their 
relationship to mmerce. Other such cases, classified by industry, are 
listed in an apy 

Parts 1 and rned with an explanation of the major provisions of 
the law, and of trative and enforcement machinery, respectively. The 
text of the lay 1 the administrative regulations issued to date are 
included as apps 

On the whol ok achieves its purpose. It is explanatory rather than a 
mere reprinting of the law, and avoids the error of definitive statement on 
questions whi ttled only by judicial decision. The inclusion of an 
index would | anced its usefulness as a reference manual. 


TAULMAN A. MILLER 


FERRAS, G. Le pro ue et le chémage. (Paris: Recueil Sirey. 1938. Pp 
245. 40 fr.) 
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unemployment is not new. During the last hundred years vehement charges 
against the machine accompanied the growth of unemployment with the same 
regularity as prosperity was accompanied by enthusiastic hymns to the genius 
of invention. 

Dr. G. Ferras discusses the facts and statistics related to the recent economic 
changes in the leading industrial countries, and analyzes contrasting interpreta- 
tions of these changes. He rejects both the optimistic theory of automatic 
adjustment of the capitalist system to technical progress and the pessimistic 
conception of unemployment as inevitable in the machine age. Although 
avoiding the exaggerations for which he reproaches both schools, he is nearer 
to the optimistic authors and differs but slightly from the more moderate among 
them. 

The leading idea of Mr. Ferras is that the problem of technological unem- 
ployment admits no general solution for all countries and all times. Technical 
progress cam create unemployment not only as a temporary maladjustment but 
as a continuous discrepancy between the supply of and demand for labor. But 
Mr. Ferras believes that this is not inevitable and that social and technical 
progress can be reconciled with one another. To be sure, he does not suggest 
any specific plan to achieve this purpose. 

Though not very original, the ideas of Mr. Ferras are sound, his judgments 
on controversial questions are judicious, and he presents the whole problem in 
a scholarly and unbiased way. 

This skillfully organized and well documented book consists of three parts. 
In the first part, methodological problems are discussed and a systematic 
comparison of employment and production statistics is suggested. The second 
part contains an analysis of available statistical data for the United States, Great 


Britain, Germany, and France. In the third part the divergent interpretations 
of contradictory facts are digested. 


W. S. WoyTINsky 


Harris, H. American labor. (New Haven: Yale Univ. Press. 1939. Pp. vi, 459. 
$3.75.) 
JosepH, D. Shop talk on Spain: the trade unions and the war in Spain. (New 
York: North Am. Committee to Aid Spanish Democracy. 1938. Pp. 30. 5c.) 
LETELLIER, G., PERRET, J., ZUBER, H. E., DAUPHIN-MEUNIER, A. Le chémage 
en l'rance de 1930 @ 1936. (Paris: Recueil Sirey. 1938. Pp. 330. 75 fr.) 

LirN, H. A. Labor law and relations. (Albany: M. Bender. 1938. Pp. 762. 
$10.) 

Maur, A, Das Problem einer Wechselseitigen Giiter produktion der Erwerbslosen. 
(Berlin: Osterreichischer Wirtschaftsverlag. 1937. Pp. 76.) 


The first section consists of a critical study of the proposals of E. Lederer 
and H. Bayer, of the plans of Frank D. Graham, Nehring and Treplin, and of 
the projects of Eaton, Cheadle and Ewing for bringing together the unemployed 
workers and idle machinery in order to enable the unemployed to produce 
consumption goods for each other. The efforts to carry this common-sense 
proposal have, however, encountered great difficulties. The author regards the 
various plans offered as unsatisfactory. Hence in the second and positive 
section he outlines the major principles that ought to be canciiek it the 
attempt to organize on a large scale some kind of codperative self-help for 
the unemployed is to be effective. 


HERMAN HAUSHEER 
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Picors, P., McK C. and ARMSTRONG, T. O. Social problems in labor 
relations: a Ca N York: McGraw-Hill. 1939. Pp. xxiii, 325. $3.) 

PooL, A. G. Wi ition to industrial fluctuations. (New York and 
London: Ma Pp. xili, 305. $3.50.) 

Rucker, A. duction” wage plan: a new and basic principle 
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1 those who shift between insured and unin- 


istics of industrial employment (regarded 2s 
bor’’) are carefully analyzed. Estimates con- 
ions of wage earners by size of establish- 
in various industries employing salaried and 
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tailed statistical presentation accompanied by an one and analysis. The 
text has been generously annotated throughout, and full notes presenting the 
methodology of estimations make the book peculiarly valuable to all social secur- 
ity technicians, experts and students. Those who have occasion to use the census 
data but who cannot easily jearn from the bare figures presented by the 
government just what items have been included and who find gaps in the 
information obtainable through present sources will be greatly benefited by 
the contents of this work. 
PauL A. Dopp 


Decisions and orders of the National Labor Relations Board. Vol. 4. November 
i, 1937—February 1, 1938. (Washington: National Labor Relations Board. 
1938. Pp. 1237. $1.75.) 

The effect of labor relations in the bituminous coal industry upon interstate com- 
merce. Bull. no. 2. (Washington: National Labor Relations Board. 1938. 
Pp. ix, 76. 20c.) 

[he effect of minimum-wage determinations in service industries. (Washington: 
U.S. Dept. of Labor, Women’s Bureau. 1938. Pp. 44. 10c.) 

During the depression years, 1933-1935, mandatory minimum wage or- 
ders were issued in New York for the laundry industry and in Ohio for the 
laundry and dry-cleaning and dyeing industries. Changes brought about by 
these orders are measured by comparison with conditions in Pennsylvania and 
Indiana, neighboring states without such legal control. The power laundries 
studied included 131 employing 7,500 persons in New York and 116 with 


7,000 employees in Pennsylvania. All cleaning and dyeing establishments in 
62 cities and towns in Ohio and 51 in Indiana were visited by the investigators 
of the Women’s Bureau. The elaborately tabulated and charted data gathered 


give ample support to the conclusions that, even in a period of great busi- 
ness depression and unusual technological changes, minimum-wage require- 
ments bring substantial improvements in the earnings of women in both low 
and high wage brackets. Greater efficiency in management and increased vol- 
ume of business compensated for increased labor cost. Earnings of men doing 
similar work continued greater than those of women, but the percentage gains 
of women’s wages during the period covered was greater. 


LucILE EAVES 


Interim report of the National Executive Committee, October, 1937, to July, 
1938. (London: The Labour Party. 1938. Pp. 118.) 

The I. L. O. year-book, 1937-38. 8th year of issue. (Geneva and Washington: 
Internat. Labour Office. 1938. Pp. viii, 650. $2.75.) 

The eight chapters deal with “Economic developments,” “Conditions of 
work,” ‘Social insurance,” remuneration of la our,” “Employment and 
unemployment,” “Migration,” ‘Workers’ general rights,” “Special prob- 
lems of certain categories of workers.” 

Inventor) : an appraisal of the results of the Works Progress Administration. 
(W ashington: Supt. Docs. 1938. Pp. 100.) 

Labor fact book. Vol. IV. Prepared by Labor Research Association. (New York: 

Internat. Pubs. 1938. Pp. 223. $2.) 

Labour s claim to government. (London: The Labour Party. 1938. Pp. 11. 114d.) 

National Mediation Board: fourth annual report, including the report of the 
National Railroad Adjustment Board, for the fiscal year ended June 30, 1938. 


shington: Supt. Docs. 1938. Pp. 46. 15c.) 
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Money, Prices, Credit, and Banking 


Le Réle Intern Grands Marchés Financiers. By ROGER NATHAN, 
(Paris: Recueil Sirey. 1938. Pp. 177. 25 fr.) 


In these faint ttalgic lectures M. Nathan does not seek to add to 
descriptive know e of the workings of the international financial markets 
of London, Pa: nd New York. His concern is rather to examine the 
international n rket as an institution and to suggest the environment 
of historical phe ind related institutions in which it flourished. His 
procedure, after defining his subject, is to make a comparative examination 
of the three pri larkets as they functioned before the war and to place 
lu contrast the d pments of the last fifteen years. 

M. Nathan f lements of a market in localization, in common 
habits or rules uniting operators, and in specific sorts of operations. Localiza- 
tion in space | s transformed into localization in time. The fully de 
veloped marke ; an ensemble of institutions handling a circular 
flow of savings, i t, and amortization payments between lenders and 
borrowers. A nat money market becomes international as it demon- 
strates its efficiency and liquidity, attracting operators of different national 
ties and the dis} le funds of foreign bankers. This is facilitated but not 
caused by the r perations in public and private securities. 

Outside the themselves a variety of political and economic factors 
contributed to t pre-war functioning. Under British free-trade polig 
there flourished . of an international community through which the 
flow of capital ibits of enterprise and parliamentary institutions. 
Money was tl mething supranational, not the vehicle of 
tional econom icy. There existed a reciprocal relation between the needs 
of industrial « for raw materials, and the opportunities in backward 
countries for th pital goods to develop their resources. 

Post-war di | national efforts to protect the rising of standard 
of living have af f these factors. Moreover, the shift in emphasis 
from capital-g ustries to those marketing long-term consumer goods, 
such as auton ffects both national and international aspects of finan: 
cial markets. T! pidity of technological change in the newer industri 
renders their { ss stable and calls for more rapid amortization. 
Their goods « be sought rather at home than in countries that att 
becoming rela more backward. 

New York > financial center of a country whose raw material f¢ 
quirements a1 reasing, has failed to establish itself as a reall 
international | rket. Excesses of stock speculation, immaturity 0! 
acceptance te policy, obstacles to the establishment of foreig® 
bank branches and | to the development of financial operations ut 
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connected with American trade and securities, are mentioned as factors. 
Paris has ceased to exist as an international financial center; and London is 
increasingly confined to imperial affairs. M. Nathan has provided an inter- 
esting if not profound, exploratory post-mortem. 


LELAND H. JENKS 
Wellesley College 


NEW BOOKS 


BACKMAN, J. Government price-fixing. (New York: Pitman. 1938. Pp. xi, 304. 
$3.) 

This book covers in a well documented way a wide range of price measures 
which were passed within recent years both in the United States and abroad, 
measures passed not only for the purpose of fixing prices, as the title of the 
book suggests, but also for regulating, controlling and stabilizing them. Mr. 
Backman’s definition of what price-fixing is draws too fine a distinction be- 
tween actions which he considers as deliberately undertaken for the purpose 
of “affecting, limiting the movernent of, or setting specific prices’ and those 

and [me actions which are not taken with this deliberate intent but which nevertheless 
no0- may affect prices. He cites the tariff as an illustration of the latter case (p. 2). 
m It is difficult to conceive of a tariff, unless it is a purely revenue measure, 
_ not as a deliberate attempt to influence prices, and Mr. Backman subsequently 
not contradicts himself when in enumerating methods of indirect price-fixing he 
mentions the tariff as one of the means for limiting the quantity of goods avail- 
actors able in a specific market (p. 12), and again includes tariff in his discussion 
poli of marketing controls (pp. 224-26). 
h the The volume begins with a statement of the problem and a brief review 
_ of price-fixing in the United States during the World War; the author then 
tions. considers the price-fixing aspects of N.R.A. and A.A.A., and the various 
valorization schemes as they have been adopted with regard to silk by Japan, 
needs coffee by Brazil and cotton and wheat by the Federal Farm Board in this 
kward country. The following chapters of the book are devoted to international agree- 
ments to control the prices of tin, rubber and sugar; to the various methods 
of direct price-fixing; to the attempts to use the cost of production as a basis 
andatd for price-fixing; to the adoption of production and marketing controls, and 
uphasis to the analysis of the problems which arise in connection with the enforcement 
goods, of price-fixing schemes. 
F fiat The conclusions of Mr. Backman are not new to those familiar with the 
dust various articles which he has published on the subject, and some of the ma- 
ough terial contained in them is embodied in the book; they are in accord with 
ization. the opinions expressed by most students of economic history, both ancient 
that aft and modern; satisfactory results may have been obtained in occasional cases 
and for a short period of time, but price-fixing schemes are doomed to failure, 
erial particularly in democratic states where it is practically impossible to subject 


ga the economic life of the nation to strict regimentation both on the side of 
7 production and on that of consumption. 

util)" BB _sThe book is timely and may be read with profit by those legislators and 

foreig® administrators who think that economic equilibrium may be established and 

ons ut industrial ills may be cured by tinkering with prices. 
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\. D. Savings and loan principles. (New York: 
715. $ +.) 
des banques: économie libérale ou économie 
ques expériences étrangéres récentes. (Paris: 
30 fr.) 
roldklauselgesetzgebung: eine rechtsverglei 
be-rechtsprechung. Extract from Annuario dj 
gislativi, vol. xitt, fasc. 4. (Rome: Istituto di 
228.) 
\. H. Inflation’s timing and warning sym ptom; 
lige: Am. Inst. for Econ. Research. 1938. Pp 


ind its uses. (New York: Prentice-Hall 


st bear in mind the intended readers for which 
n for use as a college text. As such it is prac- 
receded by a few books such as Clark’s, Financ. 
Neifeld’s, Personal Finance Business (1933) 
hange in financing the consumer since 1930 
itirely different from that of the volume under 


rs (Fred H. Clarkson, Charles W. Coulter, Rich- 
Minor Patterson, Raymond Rodgers, William G 
ld) submitted their material for synthesis and 
Charles O. Hardy of the Brookings Institution 
is often lacking in books with more than one 
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1 examination of the institutions engaged in con- 
n, the character and methods of operation of 
lustrial banks, credit unions, personal-loan de 
tallment credit, and sawibeibes are con 

ht in the discussion of personal loans by banks 
is designed to prevent loss for balances due on 
deceased borrower. This device is likely to be 
te. The authors recognize that personal loans are 
commercial banks and that, considering the 

n for this type of business, the returns art 
loans. Much of the information in Bulletin 74 
American Bankers Association on Personal Loa 
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which consumer credit stood before regulatory laws were passed. This does 
not mean that the business is, as yet, on the highest plane; but at least a 
beginning has been made in raising its ethical level. The plea for regulation 
of such institutions as pawnbrokers’ shops with their many abuses, is not 
strong enough, considering evidence given within the volume itself. 

In addition to statistics throughout the volume, there are many tables in 
the appendix, but there is no index or list of its contents which reduces its 
usefulness. As stated in the preface, much of the material comes from the 
Consumers Institute of America and some extracts from their pamphlets are 
included. The bibliography, chapter by chapter, is a valuable Labiee of the 
book. 

Written, as it is, in a clear, concise style, it has achieved it aim as a text. 
The writer also sees a place for it other than as a text for use in colleges. The 
greatest need in the field of consumer credit is education of the usets of con- 
sumer credit so that they may discriminate between ethical and unethical prac- 
tices. Being easy to read and of a general nature, this book can help in that 
education through use in adult education or consumer codperative courses. 

Aucust A. DE Barb, JR. 


HawTreY, R. G. A century of bank rate. (New York: Longmans Green. 1938. 
Pp. x, 328. $4.) 

Hitter, J. P. L’incidence économique de la frappe de monnaie d'argent aux 
Etats-Unis de 1878 a 1893: interprétations contemporaines et essai d’évalua- 
tion quantitative. (New York: Stechert. Paris: Presses Modernes. 1938. Pp. 
82. 18 fr.) 

-- —. La question de la monnaie d’argent aux Etats-Unis des origines 
4 1900. (New York: Stechert. Paris: Presses Modernes. 1938. Pp. 493. 75 fr.) 

james, F.C. The growth of Chicago banks. Vols. I and II. (New York: Harper. 
1938. Pp. xvii, 672; vii, 673-1469. yy set.) 

Jastrow, J. Die Prinzipienfragen in den Aufwertungsdebatten. (Brinn: Ru- 
dolf M. Rohrer. 1938. Pp. xi, 182. RM. 7.) 

KeMMERER, E. W. The A B C of the federal reserve system. 11th rev. ed. 
(Princeton: Princeton Univ. Press. 1938. Pp. xiv, 286. $2.50.) 

LaYTON, W. T. and CROWTHER, G. Introduction to the study of prices. 3rd ed. 
(New York: Macmillan. 1938. Pp. 302. $4.) 

Petit, L. and VEYRAC, R. DE. Le crédit et l’organisation bancaire. (Paris: Recueil 
Sirey. 1938. Pp. xvi, 744. 100 fr.) 

Pirou, G. La monnaie francaise de 1936 a 1938. (Paris: Recueil Sirey. 1938. 
Pp. 129.) 

Professor Pirou’s tract on recent French monetary developments is divided 
into three sections, of which the first is a very readable account of the various 
tages in the depreciation of the franc, the second an analysis of the position 
of the Indo-Chinese piastre relative to the franc, and the third a brief critique 
of Rist’s recent work on monetary doctrine. 

_ Much the most interesting feature of the book is his well balanced presenta- 
‘ion of the arguments of the proponents and opponents of the piastre-franc 
bond. For the most part his treatment, based on material obtained at first hand 
luring a visit to French Indo-China in the fall of 1937, effectively illuminates a 
number of issues the significance of which cannot be appreciated apart from 
the host of special Indo-Chinese trade and political circumstances with most 
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of which he deal brief critical appraisal of Rist’s views on money, 

especially thos the position of gold in the monetary hierarchy, js 
dealt with cl ection with his own views relating to the réle SE 

of popular psy he domain of money. It is refreshing to find a stv. 

dent of Pirou’s tence revealing unmistakable scepticism toward many 
of Rist’s staunch notions 
VIRGIL SALERA 
QUADEN, P. Les monétaires en théorie et en pratique. (Paris: Recueil : 
Sirey. 1937. Pj fr.) . 

M. Quaden resents an attemy’ to measure and appraise the in. : 
fluence of deva the economy of three countries, 83, 58, and 51 pages , 
being apporti vely to the experience of Britain, the United States, , 
and Belgium. A “theoretical” treatment of the subject takes up 45 
pages. 

The author re of the multiplicity and inseparability of the fac. 
tors necessarily h the problem of devaluation, with the result that 
he makes few get ; relating to devaluation per se. Perhaps the most | 
interesting part k is the section on Belgium. This is a discussion of t 
typical devalu blems with which a relatively small trading nation is ‘ 
faced; unfortut fails to emphasize that the effectiveness of devalu- ‘ 
tion as an inst f policy is in large measure a function of the degree Y 
of retaliation y it. An over-simplified analytical framework appears 
to occasion m ted labor together with a number of questionable it 
inferences; an nce on French sources has led to several misleading : 
interpretations n developments. On the whole, however, the book 
constitutes a s omparison of some recent important monetary ex. . 
perience. 

VIRGIL SALERA 
REMINGTON, J. usiness in the future, its association with banking. . 
Trust researcl (New York: Am. Bankers Assoc., Research Coun- . 
cil. 1938. Pp. ) ™ 
SADEQUE, A. The | m of the standard of Indian currency: its history and : 
solution. (Calcu Sadeque. 1938. Pp. xii, 225. 9s. ) b. 

This book tement of the history of Indian currency interpreted in ‘ 
the light of K tributions to monetary theory. Professor Sadeque con- . 
siders the present exchange standard unsatisfactory as long as the ‘os 
pound sterlin liable to uncertainty and fluctuation. He proposes 4 
controlled curt 1 on price indices, and suggests that the Reserve 
Bank of India without interest for production purposes to eliminate = 
unemployment. | ; plan, a National Investment Board would be estab- - 7 
lished to prev falling into the hands of speculators. The American po- a 
icy of steriliz eserves is condemned as comparable to Oriental hoert: “7 
ings, only we “more organized, deliberate, preconceived and cor: 
centrated.” 

The mechatr f the volume are numerous and glaring. Althoush tic 
the author ha erted two pages of corrigenda, those not so listed would 18 
fill several p The works cited are few and usually seconcay 
sources. There < and no bibliography. , 


HAROLD W. GUEST 
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SAULNIER, R. J. Contemporary monetary theory: studies of some recent the- 


SecrisT, H. National bank failures and non-failures: an autopsy and diagnosis. 
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ories Of money, prices and production. (New York: Columbia Univ. Press. 
1938. Pp. 420. $4.) 


(Bloomington, Ind.: Principia Press. 1938. Pp. xix, 309. $4.50.) 

This volume is a study of the life-histories of 741 national banks which 
fa.led in the years 1925 to 1932, compared with a similar group of banks 
which did not fail during the same period. The data on the operating con- 
ditions of the latter group were used as standards of reference, or “controls,” 
for comparison with the record of the unsuccessful banks before failure. The 
treatment is essentially statistical with little or no mention of the non-quanti- 
tative aspects of bank operation. Analyses of this type based upon a large 
number of banks have been altogether too scarce in banking literature, and 
students of the subject should welcome the abundant array ot facts presented 
in this excellent study. 

The basic assumption of the author, that indications, or forewarnings, of 
failure will appear first in the balance sheets of the banks first to fail and last in 
the banks last to fail, is well upheld in his comparisons of such items as total 
loans and discounts, total resources, total deposits, etc., and the ratios between 
these items for the failing and non-failing groups of banks. It should be recog- 
nized that although such a study of balance sheets (income statements were 
not available) may show the ultimate effects of management policies and 
practices upon the accounts of banks in general, the specific practices causing 
failure of an individual institution are not apparent. To meet this limitation 
it would be necessary to investigate the qualitative aspects of bank operation 
such as the character of the loans and investments, the retardation of economic 
activity in the area, the effectiveness of supervision, the honesty of manage- 
ment, and so on. This difficulty is recognized by Professor Secrist and his con- 
clusions are consequently qualified with admirable scientific care. 

It is doubtful if the banker-reader will have the patience to read the in- 
volved part of the analysis which includes 131 charts and 48 tables. For both 
bankers and general readers a more extensive statement of interpretations and 
conclusions would be helpful. The author briefly recommends that standards 
conducive to banking success might be derived from studies of this kind to be 
used for better administrative and supervisory control of banking. Supervision 
based not only on standards relating to bank management, but also to bank 
needs and opportunities, might thereby eliminate those numerous failures 
which have been the price paid for “free” enterprise in banking in this 
country. 


Cecit C. CARPENTER 


SPAHR, W. E. An appraisal of the monetary policies of our federal government, 
1933-1938. (New York: Economists’ Nat. Committee on Monetary Policy. 
1938. Pp. 72.) 

This pamphlet presents the gold-standard economists’ case against the mon- 
etary policies of the Roosevelt Administration. Along with factual and statis- 
tical data, the author marshals in support of his views the assertions of some 

18 “monetary authorities,” partly taken from private correspondence. 

_ The reader will find in Professor Spahr’s pages little trace of the new 

“evelopments in monetary theory during the past decade. He will also miss 
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an adequate d f the results of the world’s monetary experience since 
1929 as contair r example, in The Lessons of Monetary Experience, edited 
by Gayer, or tl f Nations’ Monetary Review. Professor Spahr fails 
to point out that « recovery after 1929 generally occurred earliest and 
most rapidly in ntries that first abandoned gold and that the uptum 
in one country a nother has, as the director of the International Labour 
Office stated in 1937 Report, “coincided with the abandonment of de. 
flation and the adoption of monetary expansion.” 

Those who are acquainted with Professor Spahr’s previous writings will 
find here the fan sweeping statements, especially about the lessons of his. 
tory, which d | the fact that some American colonies issued paper money 
to overcome depre s with fairly satisfactory results, that a number of 


colonies maint: paper-money standard for 50 years prior to the Revolu- 
tion, enjoying then a more stable price level than gold- and silver-standard 
countries, and t! times the colonists both accepted known counterfeits and 
preferred irred paper money to gold we | silver coin. They will also 
find Professor § t's special definition of inflation, which is not related to 
the price level but to the market price of collateral and the ability to repay 
debts. Accordis there would seem to be more inflation the faster the price 
level falls, for then the collateral is likely to decline in price and it becomes 
more difficult t te debts—the author implies (pp. 15, 28, and 59) that 
money incomes and ability to pay debts are not closely related to the price 
level. 

Those who Professor Spahr’s monetary views and his theory of the 
business cycle lly the cause of an upturn, will agree with his state. 
ments about | currency,” “unsound monetary theory,” “sound mone. 
tary principles nd business recovery,” “economic equilibrium,” and the 
“qualitative cont f credit,” which assumes that the effects of an expansion 
of bank credit ( | demand deposits) are confined to the initial industry 
or market, th e resulting increase in the money supply continues to cir- 
culate. Others be surprised to find him resurrecting the Myers-Newton 
myth that fear of currency inflation by President-elect Roosevelt was responsible 
for the 1933 bank holiday (on the next page he points out that there was: 
net importation « 1 every month from August, 1932, to March, 1933!), 
or to be told | id 61) that no monetary mechanism or authority can 
maintain stabi price level. 

RICHARD A, LESTER 
SPALDING, W. | n money market: a practical guide to what it i: 
where it is, a ations conducted in it. 6th ed. (New York: Pitman 
1938. Pp. 294 
STEPHENSON, ( tua in trust business. Trust research ser., no. 1. (New 
York: Am. Ban! { Research Council. 1938. Pp. 335. $2.50.) __ 
TAGGART, J. H. 7 Reserve Bank of Boston. (Cambridge: Bankers Pu 
Co. 1938. Pp 55.) 

This study od deal more than the title might indicate. There 
presented a he nomic development and characteristics of New 
England and a of the types of financial institutions which sert 
that area. Det | on the ups and downs of major lines of busines 
is also given. Th t woven in with the discussion on banking operatiots 
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and reserve-| but is treated in separate sections. In addition to th 
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or relations between the Federal Reserve Bank and the member banks, various 
ails operations of the latter are described and analyzed. There is also singled out 
and for special treatment the Boston Money Market, and the chapter on this is 
um especially well done. A substantial part of the book is statistical in nature. 
our Not only are there 15 charts and 75 tables, but much of the textual material 
de. is a recitation of sums, percentages and index numbers. 
Three chapters of the volume deal with the credit policies of the Boston 

will Reserve Bank. In tracing the evolution of its credit policy, the discussion in- 
his. volves general economic conditions, the policies of other elements in the Sys- 
yney tem and the Treasury. The relative unity of our national life is evident. The 
of author appears to believe, however, that the federal reserve banks were a set 
olu- of central banks which were autonomous. He holds that each of them began 
dard as an independent institution but has lost its control over credit to the Federal 
and Reserve Board. The reviewer feels that if the federal reserve organization had 
also been emphasized as being originally a central banking system with the Federal 
d to Reserve Board as the central codrdinating authority over regional reserve 
epay banks and as having responsibility for the control of credit from the national 
price point of view, a more accurate picture and a clearer understanding of the prob- 
omes lems of the Boston Bank and of the development of its policies and place 
that in the “scheme of things” might be gained. The book contains a good ac- 
price count of the economic life of New England and the services rendered by the 

Boston Reserve Bank to that region. There are also interesting contrasts be- 
f the tween banking and financial conditions in New England and other parts of 
state- the country. 
LAWRENCE E. CLARK 
VocEL, E. H. Das Buchgeld als Mittel einer bargeldlosen Geld- und Kreditzirku- 
7 nee (Berlin: Osterreichischer Wirtschaftsverlag. 1938. Pp. ix, 231. RM. 

9.50.) 

a In Germany the great importance of payment in “book money” (payment 
sible without the medium of currency) came especially to the forefront as a result 
was i of the advance financing of public works, setting in motion a credit circulation 
33!) of huge dimensions. In view of the many advantages resulting from cashless 
ty can trade, the author offers a systematic investigation of the theoretical and practi- 

cal significance of the use of this trade instrument. In part 1, the discussion 
TER deals with “book money’ as a regular means of cashless money and credit 

circulation and as a means of temporary credit expansion for the purpose of 
t it is creating work. In part 2, a historical account of trade circulation from antiquity 
itman to the present is given. 

HERMAN HAUSHEER 

(New WarTKINS, L. L. Commerciul banking — in the United States, with especial 
rs Pub ‘ejerence to the 100 per cent plan and the regulation of interest rates on bank 

deposits. Michigan bus. stud., vol. viii, no. 5. (Ann Arbor: Univ. of Michi- 

. _5an Bur. of Bus. Research. 1938. Pp. 133. $1.) 

here ' WILDER, E., compiler. Consumer credit bibliography. (New York: Prentice-Hall. 
f New 1938. Pp. 142. $2.75.) 
i — Federal Reserve act of 1913, with amendments and laws relating to banking. 
ve _ (Washington: House of Representatives. 1938. Pp. 304. 25c.) 
oye ‘nustrial price policies. Pamph. no. 23. (New York: Public Affairs Committee. 


1938, Pp. 32.) 
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“If the A man demands the right of freedom of eco. 
nomic enterpri y properly ask that he use that freedom in the 
public intere hallenge which the industrial system makes to 
the industrial ex If } annot meet it, the system of free enterprise 
under capital med to sickness, low vitality, and unproductiveness, 
This contrast th the rich natural resources, equipment, and man 
power that are sal of the American people.” 

Statistics of cat ments between United States and foreign countries and 
of purchases reign exchange in United States, as reported weekly 
by banks, ba ind dealers in United States to federal reserve 
banks, under + ued by the Treasury Department, second quarter, 
1938. Rep. 1 ngton: Treasury Dept., Research and Stat. Div. 
1938. Pp. 58 

Utilizing the u rve statement. 2nd rev. ed. (New York: Am 
Institute of Ban! ». $1.50.) 

World product 1937/38. (Geneva: League of Nations. New 
York: Colum! Press. 1938. Pp. 137. $1.25.) 

This volu: omewhat wider in scope than previous editions and is 
modified in { ns with a general review of the interrelationship 
between the ry and manufacturing production and the changes 
in stocks of | lucts. The world indices of primary production and 
stocks are cal ‘ previous editions, on the basis of averages for 
1925—1929 But the former have, in so far as possible, been calculated 
back to 1920 t ford a better view of the general sweep of events. 
New world ir nanufacture of capital and consumption goods have 
beeen calculat tions added concerning production per head of 
population an: progress.” 

Public Finance, Taxation, and Tariff 
The Finance rnment, 1920-1936. By Ursuta K. Hicks 
(New Yi 38. Pp. xi, 391. $4.50.) 

In this study sritish government finance since the end of the World 
War Mrs. Hicl tried her hand at a task which, as she herself suggests. 
calls for an offi tigation or, at the least, for the efforts of a research 
group. She ha nd the usual descriptions of recent trends in 
public expendit v tendencies in taxation to their economic reper- 
cussions; and « | that point to the economic policies which fiscal 
and hence monet sures should encourage. 

The almost t keleton outline of: (1) expenditure, (2) taxr 
tion and (3) m licy and the public debt therefor comes to life 
with an uncon ror. For the less curious-minded the facts neces 
sary to give a British public finance in the period 1920-36 are 
given, mostly | id tables which supplement several of the 

chapters. The < reatment, however, is almost entirely functional. 
and the section eX] re, for example, includes chapters on soci 
186 views and New Books [ March 
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expenditure,” “state aid to industry as a whole,” and “state aid to particu- 
lar industries.” 


But Mrs. Hicks’s deeper interest is in economic effects and policies. She 


4 deals with the effect of social expenditure upon the supply and price of 
5, labor and gives a chapter each to the timing of public investment and pub- 
an lic expenditure as a cure for unemployment. She has not always reached 
definite conclusions of her own, particularly on long-run effects; but her 
j plea for fuller consideration by the authorities is always eloquent, as when 
ih she argues (p. 118) that since public investment has increased to an ex- 
ve tent which makes it a formidable rival to private industry for the nation’s 
er, savings, it “should be conducted with at least as much efficiency and at- 
iv. tention to economic considerations as private enterprise.” 
The section on taxation has a similar flavor. Naturally it contains less 
P of novelty, for this territory has been explored by others earlier than that 
lew of expenditure. The third section, that on monetary policy and the public 
debt, is fresh and vigorous. The author explains her title and her treatment 
1 is by acknowledging that before the war it would have been out of order; but 
hip as soon as the war debt and its management made the government the con- 
« trolling operator both in the money market and the bond market, a part of 
os monetary policy became the concern of public finance. The text ends with 
ated these words (p. 377): 
ents. It may be that a monetary policy directly under the control of the government 
have is more capable of supporting public finance than one which is not consciously in- 
d of tegrated with it. But it will not be an easy tool to handle. 

Although the author’s personal conclusions, other than that she is no 
endorser of free and easy spending, are not always easy for the reader to 
come by, her purpose and plan of treatment cannot be too heartily endorsed. 

CES Every democratic country could use just such an account of its own post- 
war period. 

orld ALZADA COMSTOCK 
a Mount Holyoke College 
earcn 
ds in Budgetary Methods in National and State Governments. By J. WILNER 
eper- SUNDELSON. Spec. Rep. of N. Y. State Tax Commission, No. 14. 
fiscal (Albany: State House. 1938. Pp. xvi, 640.) 

This special report of the New York State Tax Commission approaches 
_ the stature of a great book. In the first place, the volume, though occa- 
, sionally verbose, is essentially well written. The author has shown himself 
pt not merely the master of good literary form but has succeeded in convert- 
* ri ng both factual subject matter and theoretical analysis usually regarded as 
:. ‘edious into a thoroughly readable style. The manner in which factual and 
ci theoretical considerations are linked adds to the effectiveness of the pre- 
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, the author more thoroughly than his col- 


tary practices and related literature throughout Ps 
s had sufficient patience to look further into the fre 
| principles than have many other writers. In 
has studied thoroughly certain subject matter 
tary practice which most authors have ignored | 
t inaccurately records certain recent develop- - 
) doubt, to a long delay in publication afte I 
nsive analysis of the entire 640 pages of 
perhaps a reviewer may devote most of his at- had 
; at which he is able to suggest ideas that -_ 
uthor has not developed fully. In chapter 5 si. 
Here, after pointing out that national govern- I 
iget on the basis of an annual period, he goes shit 
g most American states. Although this con- an 
so far as preparation, submission, and ap- sor 
yncerned, it seems not to be generally trve cede 
f the term. “The American states in most cases “~ 
loing so they have gained no advantages in whi 
; as pronounced and as enduring as the one It 
ntly experienced” (p. 64). The fact is the whee 
purposes in most if not all the states referred ort! 
) years. The budget proposals for each fiscal have 
ially separated, and taxes are levied and ap- in t 
h twelve-month period separately. Whereas me 
t and secure approval of estimates annually, 0 “ 
ially. Both national governments and state 88 
ure approval for each annual period sepz 
ncial plans on the basis of a one-year fiscal oa 
(Part 2) there is generous consideration 2 
which appears to miss one phase of large os 
signment of revenues causes significant prob i 
which impinge on budgetary administration. w : 
ind that in many states cash balances in the “ain 
i-winter when highway activity is at a mir “sale 
y be, general revenues are not yet available : 
rtant tax revenues will not be collected til te 
ubstantial cash balances, the state must pay me 
he questionable (sometimes illegal) strategem a 
Ves 


fund. Numerous actual budgetary irregu” 


| 


h 1939] Public Finance, Taxation, and Tariff 187 


- larities of this sort are reported to have occurred. Difficulties of similar 
it character but of less magnitude are common, but they do not give rise to 
le frequent illegal practices. 
n JAMEs W. MARTIN 
University of Kentucky 

Economic Consequences of Recent American Tax Policy. By GERHARD 
P @ = Com and Fritz LEHMAN. Suppl. 1. (New York: New School for 
- Social Research. 1938. Pp. xii, 108. $1.00.) 

This study examines the influence which recent federal tax measures have 

of 
+t had upon an economy, the development and fluctuations of which are de- 
at termined in large part through its capital markets, and particularly an econ- 


- omy which is characterized by a tendency toward oversaving. 
It is held that there has occurred a gradual, but none the less persistent, 


a shift in the relative importance of the dynamic factors in our society. No 
_ longer does consumer's purchasing power follow upon investments; today, 
ap meer purchasing power is taking the lead, followed rather than pre- 
vel ceded by investments. Hence, tax policy must be analyzed in light of its 


md effect on this mew economic pattern, a pattern the dominating motif of 
which is this tendency to oversave. 


“ It does not appear to the authors that there are inventions as yet known 
the [ME or reasonably to be anticipated which will have the same “opening effect” 
na or the same “‘secondary or tertiary effects’ as some of the discoveries that 
w have marked the past. This does not imply that there are no developments 
ap in the offing which will have great expansive force necessitating substantial 
a amounts of capital. It does mean, however, that the very nature of the type 
lly of investments which is expected will require, if disequilibrium is to be 
ate avoided, a shift from private anticipatory investment to government sup- 
cpt ported or supervised outlays on the one hand and, on the other, an expan- 
iscal sion of consumer’s purchasing power. In short, business investments will 
il be important but no longer a leading factor in economic progress. 

sine ‘tee who generalize short-run experiences of scarcity of capital, 
ce and economists who generalize the experience of oversaving are equally 
ial wrong. A tax policy guided by either one of these theories, though it prove 
Kon, to be right in the short run, is doomed to eventual failure. Consequently, 
the when analyzing the effects of federal tax policy on the American economy, 
ini the necessity of distinguishing between long- and short-run results becomes 
lable erative. 

d till Since an abundance of capital in general is not equivalent to a sufficient 
+ pay ‘upply of capital in every category, a scarcity of capital may appear in some 
sat markets while an ample supply exists in others. It is essential, therefore, to 


reat investigate capital supply and demand in specific markets and to ascertain 
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the distribution of savings among the various 
llowing conclusions: that in spite of a reduction 
| $2.5 billion attributable to the present high 
und the operation of the undistributed profits 

fset by the provisions of the social security 
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t made in prosperous years and increased savings 


government expenditures. It appears doubtful, 
| legislation as a whole will operate effectively 
os and investments into balance. 
rized, it is found that present tax legislation 
the nation’s savings are made available to the 
f the wealthier classes to save is reduced; 
tax, the capital gains tax and the closing of 
3s to shift from equities to tax-exempt securities. 
ting factors and an abundant supply of sav- 
ties will be scarce. And the riskier the invest- 
lative time period, the more difficult it be 
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business cycle when production is approach- 
luctive apparatus needs to be expanded, the cur- 
irket will tend to retard the attainment of full 


long run, the tax measures in force during 

r incidence upon the source of oversaving, ap- 
rests of a balanced economy. However, the 

| of uncertain recovery, of financial institutions 
rechannelling of savings to meet the needs of 

| problems of tax-exempt securities, the tax 
ler study operated too drastically and presented 
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ic Unity of Europe: An Examination of Tarif 
and the Economic Integration of Europe 
EPMANN. (New York: Macmillan. London: Al 
Pp. 424. $6.00.) 
tariff walls is a statistical problem as difficult 
wering them. Dr. Liepmann, approaching the 
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| its solution. His calculations of tariff levels for 
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15 European states for the years 1913, 1927 and 1931 afford more exact 
measures of the trend of post-war tariffs than have hitherto been available. 

Two statistical yardsticks are employed, the “potential tariff level’ and 
the “actual tariff level.”” The potential level is calculated for any country by 
taking the simple arithmetic average of its tariff rates (all specific duties 
having first been converted to their ad valorem equivalents) on a standard 
list of 144 commodities. Each of the commodities is an important export 
of at least one European country. The resulting figure, the author recog- 
nizes, has only limited validity because numerous items on the standard list 
may not have entered actively into the country’s import trade. “As we are 
concerned to a considerable extent merely with fictitious imports, the tariff 
levels so determined have been designated ‘potential tariff levels’ ” (p. 25). 

This yardstick is used in Part 2 of the book (pp. 45-186) which analyzes 
the trends of commercial policies of leading European states in post-war 
years. No potential tariff levels were calculated for the United Kingdom 
ot for the Netherlands, Denmark and Norway because until after 1931 
these countries admitted the greater part of their imports duty free, but 
imposed (often very high) duties on a few articles. Following Alfred 
Weber, the author divides the remaining European states into two groups, 
Central Europe, which includes the principal industrial nations, and Border 
Europe, which is chiefly agrarian. For each country average tariff rates are 
shown for 1913, 1927 and 1931 for three main groups of commodities, 
foodstuffs, semi-manufactures and manufactured industrial goods, and for 
18 sub-groups. Thus for Belgium we find that the 1913 tariff on cereals 
and flour was equivalent to 8.1 per cent of their export values: in 1927 the 
figure was only 2.4 per cent, but in 1931 it had risen to 15.7 per cent. 

Part 3 (pp. 187-359) is devoted to the study of the same problem with 
the aid of the second type of yardstick, viz., actual tariff levels. The actual 
tariff level of each country is the average of the rates it actually imposes 
on principal exports of other European countries. “The average of the 
duties upon the important exports of country A to country B, calculated 
from the duties in the tariff of country B and the prices of the respective 
goods in country A, may be called the ‘national index’ of the ‘actual tariff 
level’ of country B for the imports from country A. The actual tariff level 
of country B then is the simple arithmetic average of all the national indices 
or the imports of country B” (p. 29). 

By the use of actual tariff levels Dr. Liepmann shows the changes in 
the degree of tariff obstruction which each of the principal exporting na- 
tions of Europe had to face in its various European markets. The tables are 
accompanied by an illuminating discussion of intra-European trade based 
principally on Gaedicke and von Eynern’s Die Produktionswirtschaftliche 
Integration Euro pas. In 1913 Europe represented a well-integrated economy; 


60 per cent of its imports were of European origin and 68 per cent of its 
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structed with such meticulous care and presented with such clarity of analysis 
as to command the attention of all who are seriously interested in an escape 
from the present economic dilemma. The point of view is progressive and 
constructively critical, and the approach is thoroughly realistic. 

Although convinced that as yet there exists no technique for the prevention 
of business depressions and unemployment, the authors believe that much 
can be done through intelligent planning and social control. Stability of em- 
ployment, production, distribution, and consumption is the social objective 
of their study, and to this end they advance a program for the orderly main- 
tenance of employment, taxation, and appropriate financial policies. This 
program presupposes a dynamic economic order in which a rising standard 
of living is assured. 

Part 1, “The provision of useful employment,” contains a plan for ad- 
justing governmental activities and expenditures to the variations in business 
and employment. Through the United States Employment Service and a flexible 
budget, the point at which governmental assistance is required can be de- 
termined and the appropriate financial support can be applied. The supple- 
mentary revenue is to be accumulated during business prosperity and the con- 
tingent appropriations applied immediately upon marked decline in private 
business activities. 

In Part 2, “The requirements for financial stability,” the authors examine 
our money system, particularly bank credit and the functions of the Federal 
Reserve Board, in relation to stabilization of business and employment. The 
dangers of governmental expenditures are fully recognized, as are the ex- 
pansion and contraction of credit in speculative booms. Codrdination of mone- 
tary, budget, and tax policies is seen as a source of considerable assistance 
in the maintenance of employment, production, and consumption. 

Part 3, ‘Toward a tax system that fits,” is devoted to an analysis of sources 
of public revenues in relation to maximum employment. The present tax pro- 
gram, the authors believe, is too heavily weighted against consumption and 
in favor of saving. Economic stabilization can be aided greatly by a diversion 
of a greater volume of the income stream into the channels of consumption, 
since saving is always likely to be adequate in the present stage of our eco- 
nomic development. A federal-state tax commission is suggested as the first step 
in the discovery of a tax program that will conduce to this end. 

GorDON S. WATKINS 
Dockeray, J. C. Public utility taxation in Ohio. Graduate School ser. contrib. 
| in econ. no. 2. (Columbus: Ohio State Univ. Press. 1938. Pp. xiii, 200. $2.40.) 
onD, R. S. Realty tax delinquency in Michigan. New set. bull. no. 8. (Ann 
Arbor: Univ. of Michigan Bur. of Govt. 1937. Pp. vi, 125. $1.) 
‘OWLER, J. F., JR. Revenue bonds: the nature, uses and distribution of full) 
elf-liquidating public loans, (New York: Harper. 1938. Pp. xii, 249. $3.) 

The essential feature of revenue bonds is that they are issued by some 
governmental body and are payable, principal and interest, only from the in- 
come earned by the project financed. This, Mr. Fowler explains, contains im- 
portant reasons for their growth as well as inherent dangers in their use. 

Because of the “self-liquidating” aspect of the projects financed, both the 
Reconstruction Finance Corporation and the Public Works Administration 
nave looked with approval on these public works and have advanced funds 


rch 
rial 
ter 
els, 
ears 
ing, 
col- 
ilso 
ring 
yain- 
islation 
Pp. 
| 


192 Reviews and New Books 


[ March 


to states, municipalities, and their agencies and have accepted in return inveg. 
ments in revenue bonds. This situation alone has greatly stimulated thei; 
use. Furtherm: nce the interest and principal of these loans are not pay- 
able from funds of the public treasury, communities have found reveny 
bonds an effe device to free themselves of fixed debt-limitations and : 
at the same time, to ease the burden on the taxpayer for necessary public in. | 
provements. These and other reasons account for the present estimated amount 
of about a bill lollars of revenue bond indebtedness in the United State: I 
An important danger in the use of these public loans lies in the fact thi “ 
the taxpayers are free from liability on projects financed by these bonds. Thi 
carries with it the possibility of extravagant expansion with the attendant 2 
unfortunate juences 
Chapters dealing with the nature, origins and growth, marketing, eo. 
nomic aspect stment analysis, remedies in the event of default, and 
highlights of typical issues are so developed as to make the book a wel ' 
balanced and u lume 
RAYMOND W. COLEMAN 
HAENSEL, P. The public finance of the Union of Soviet Socialist Republics. Re t 
printed from 7 ix Magazine, Sept., Oct., Nov. and Dec., 1938. (Evanston, 
Ill.: Chandler's Bookstore. 1938. Pp. 39. $1.) Mo 
Jacosy, N. H. Retail sales taxation: relation to business and consumers, and R 
administrative ms. (Chicago: Commerce Clearing House. 1938. Pp 
xi, 370. $3.50 b 
Professor Jacoby has written a readable history of a revenue that has grow ta 
rapidly in importance among the states, and presents an able analysis of the gi 
principles and | 5 of retail sales taxation. At the beginning of 1938 re. cl 
tail sales tax vere being collected in 23 states at substantial rates. Thes su 
taxes now rank <t to the gasoline tax as a source of state tax revenue. Their T. 
collections have ised from $23,000,000 in 1933 to $470,000,000 in 1937 ar 
when they | led over 17 per cent of the total tax revenues of all the 
states. In 
The retail s taxes were adopted extensively after 1932 because of the an 
decline in property tax revenues during the depression and the necessity for 3 in 
greater expet es upon social relief. Some of the states were prevented of 
from adopting yme taxes because of constitutional obstacles to them. Al: th 
though a | irly mercantile license taxes developed into genet th: 
sales taxes tes, West Virginia, in 1921, adopted the first comprehes: de 
sive gross < of material revenue importance. Mississippi, in 1932, an 
enacted the fi il sales tax with a fairly high rate. up 
Professo! believes that retail sales taxation will continue for som be: 
time among t tates, but he anticipates an extension of the exemptions 0! bo 
the so-calle ssities and reductions from the high rates that exist in som dey 
states. He fir t the retail sales tax is inequitable because it disregaté dat 
ability to | use it fails to operate in a manner that will lessen * Pet 
equalities s. Like many other economists, he prefers progress 
personal it tion to retail sales taxation and recommends that tutut in 
revenues shi e obtained from the more equitable income taxation. _ ss 
The analysis of the shifting of retail sales taxes could have been improvOiig, 
in the reviewer's opinion, by a more adequate demonstration of the argum te 
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vest: that these taxes may rest, in the long-run, upon others than ccnsumers and by 
their indicating how the taxes react differently upon prices under decreasing, con- 
Pay: stant, and increasing costs. The reader may be confused by the author's use 
enue of the term “‘sales tax” to refer to a general sales tax or a retail sales tax after 
and he has been told that sales taxes are either selective or general. 

C im: ALFRED G. BUEHLER 


tates lecut, H. Kriegsfinanzen. (Jena: Fischer. 1938. Pp. 86. RM. 3.50.) 

t that MoNTGOMERY, R. H. Federal income tax handbook, 1938-1939. (New York: 

- This Ronald. 1938. Pp. xv, 1260. $7.50.) 

ndat 7. Federal taxes on estates, trusts and gifts, 1938-1939. (New York: 
Ronald. 1938. Pp. xi, 511. $10.) 


=~ “The Revenue act of 1938 contained few amendments to the taxes on estates, 
™ trusts and gifts. During the years 1937 and 1938 court and tax board deci- 
— sions were handed down in steadily increasing numbers. 
“The changes are not important except to indicate the petty policy of the 

{AN [present administration. A few badly advised taxpayers zesort to devious and 

illogical tax dodging. The penalties are imposed on tiousands of innocent 
cs. Re taxpayers.” 
anstof, 


MonTGOMERY, R. H., and others. Federal tax practice. Rev. ed. (New York: 
rs, and Ronald. 1938. Pp. xviti, 872. $10.) 


38. Pp As all American tax students and practitioners know, Mr. Montgomery has 
been issuing for years a series of authoritative books on United States federal 
; grown taxes. The annual series of federal income tax handbooks began in 1917. Be- 
- of the ginning in 1933 the federal taxes on estates, trusts, and gifts have been in- 
938 re cluded, since 1935 in a separate annual handbook. These books discuss the 
. These substantive provisions of the tax laws. In 1929 there appeared the Federal 
e. Theit Tax Practice, devoted exclusively to matters of procedure before the Treasury 
'n 1937 and the courts. It is the revised edition of this book which is here under review. 
all the We have here a voluminous, detailed, and highly technical manual describ- 
ing the various bodies before which the taxpayer or his attorney must appear 
e of the and their respective rules and methods of procedure. The text is arranged 
ssity for in three parts, dealing respectively with the Treasury, the United States Board 
events! fe of Tax Appeals, and the federal courts. As compared with the first edition, 
nem. Al: the book is greatly enlarged and practically rewritten. It is quite evident 
) general that this book was not written for the layman or even for the ordinary stu- 
mprehet: dent of taxation. It is designed for the tax lawyers and professional account- 
in 1932, ints. For them it offers, in the author’s words, ‘‘a comprehensive commentary 
upon the practice in such (tax) cases, from the time of the first hearing 
for some before the Treasury to the final argument before a court of last resort.” The 
tions 0 dook is elaborately documented and indexed; there are 11 separate in- 
t in som dexes, occupying 82 pages. We may be sure that the appearance of an up-to- 
disregarcs cate edition of this authoritative manual will be hailed by all those to whom it 
lessen pertains. 
rogressiv® FRED ROGERS FAIRCHILD 
t 
= NICHOLS, E. R. and others, compilers. The state sales tax. Ref. shelf, vol. 12, 


improvet n0. 3. (New York: Wilson. 1938. Pp. 397. $1.25.) 


arpunes PAUL, R. E. Selected studies in federal taxation. 2nd ser. (Chicago: Callaghan. 
1938. Pp. 460. $5.) 
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state of flux, a revised edition of a treatise on 
nore a new book than a revision. This is true of 
f his American Public Finance and Taxation, now 
nance. Among the important changes introduced 
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rprise, fiscal and administrative considerations, and 
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legal aspects of taxation will continue to fill a 
extensive bibliography presented by chapters, but 
new and useful feature. The extended appendix 
striking of the innovations. It may have teaching 
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s excellently written throughout. 


th certain features of organization such as the inclu: 


f public funds and public enterprises under public 
istrative techniques under principles of taxation 
1er sketchy in spots but this is perhaps unavoidable 
and problems of public finance must all be coo: 
zed volume. 
HAROLD M. GRrovES 
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ite laws in 23 states. (Washington: Am. Ret! 
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State aids since 1901. Bull. no. 85. (Madisoo 
1938. Pp. 38.) 
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Population and Migration 


NEW BOOKS 


CHENAULT, L. R. The Puerto Rican migrant in New York City. (New York: 


Columbia Univ. Pres. 1938. Pp. xii, 190. $2.25.) 


Although concerned with only a small stream of immigration, this book 
deserves unusual credit for the skill and objective spirit in which its study 
has been executed. Analysis of the conditions riot se in Puerto Rico is 
excellent ; the picture of employment, housing and health in New York equally 
so. The two phases are in sharpest contrast, but any word that a net gain has 
been achieved is missing. The emigrant leaves one problem but to find an- 
other. A lessening of the birth-rate, it may be inferred, would help more than 
any other measure. 


R. F. FoERSTER 


Davies, A. E. Our ageing population. Fabian tract no. 246. (London: Fabian 


Society. 1938. Pp. 14. 2d.) 


McCLeary, G. F. Population: today’s question. (New York: Macmillan. Lon- 


don: Allen and Unwin. 1938. Pp. 222. 6s.) 


SPENGLER, J. J. France faces depopulation. (Durham: Duke Univ. Press. 1938. 


Pp. xi, 313. $3.) 

Tomas, D, S. Research memorandum on migration differentials. Bull. 43. 
(New York: Social Science Res. Council. 1938. Pp. xii, 423.) 

VANCE, R. B. Research memorandum on population redistribution within the 
United States. (New York: Social Science Res. Council. 1938. Pp. xi, 134. 
$1.) 

WHELPTON, P. K. Needed population research. (Lancaster: Science Press. 1938. 
Pp. xv, 196. $1.) 

WiETH-KNUDSEN, K. A. Natalité et progrés: synthése économique, démo- 
graphique, et biologique sur la base des expériences de la France, de I’ Alle- 
magne et du Danemark. (Paris: Recueil Sirey. 1938. Pp. xv, 327. 80 fr.) 

Congres International de la Population, Paris, 1937. Vol. 1. Théorie générale de 
la population. Vol. Il. Démographie historique. Vol. Ill. Démographie sta- 
tistique: études d’ensemble. Vol. VI. Démographie de la France d’outremer. 
(Washington: Population Assoc. of America. Paris: Hermann. 1938. Pp. 270; 
104; 154; 127.) 

[he Registrar-General’s decennial sup plement, England and Wales, 1931. Patt 
Ila. Occupational mortality. (New York: British Lib. of Information. London: 
H. M. Stationery Office. Pp. vii, 404. 18s.) 


Social Problems and Reforms 


NEW BOOKS 


AssorT, G. The child and the state. Vol. I. Legal status in the family. Appren- 
iuceship and child labor. Select documents, with introductory notes. (Chicago: 
Univ. of Chicago Press. 1938. Pp. xxiii, 679. $3.) 

_ An enormous amount of labor and scholarship has gone into the making of 
‘ils reference book. Its editor is Grace Abbott, former chief of the United 
tates Children’s Bureau; and the most interesting part of the documents and 
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Dorotuy W. Douc.as 
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FrascoNA, J. L. Visit, search, and seizure on the high seas: a proposed conven- 
tion of international law on the regulation of this belligerent right. (New 
York: Author, 40 W. 40th St. 1938. Pp. xiv, 161.) 

GitBerT, R. V., and others. An economic program for American democracy: by 
seven Harvard and Tufts economists. (New York: Vanguard. 1938. Pp. ix, 

1. $1. 

ak M. American problems of today: a history of the United States since 
the World War. (New York: Crofts. 1938. Pp. xiii, 354. $2.) 

HALL, N. F. Preliminary investigation into measures of a national or international 
character for raising the standard of living. (Geneva: League of Nations. 
New York: Columbia Univ. Press. 1938. Pp. 91. 50c.) 

Variations in the death rates and expectation of life between nations and 
sections of the same country show that the mere physiological requirements 
of human life are not attained by great masses of people. Governments of di- 
verse ideologies insist that their ultimate aim is promotion of the welfare 
of their subjects, so that the focusing of attention on efforts to improve the 
standard of living may furnish a sound center for national economic activi- 
ties as well as supply an acceptable stimulant for international codperation. 
An examination of the intricate processes, by which consumption is adjusted 
to supply and varying types of demand, reveals the need of vast amounts of 
careful research to form a basis for sound plans by which technical advances in 
agriculture and industry may lead to widespread improvements in standards of 
living. Deficiencies in consumption must be analyzed, variations in elasticity 
of demand and their direct and indirect effects on prices must be appraised, the 
influence of taxes, social services and regulations of transportation on supplies 
of commodities and their | ery should be studied. The proposals suggested 
for improving the standards of living in Oriental and backward or primitive 
countries are obviously ill adapted to the United States, so that further con- 
sideration must be given to variations in applicability of remedies suggested. 
The writer feels that “it is beyond his competence to make detailed recom- 
mendations” ; but he is confident of the possibility of enlisting collaboration 
in the accumulation of these data of such vital significance for human welfare. 
The interpretation of these findings will be a difficult and highly specialized 
task; but, “until it is achieved successfully, neither governments nor people 
will bring to bear upon the problem of raising standards of living that deep 
sense of conviction which is necessary for the removal of present difficulties.” 
He believes that “propaganda can be an art of peace” and that nations will 
find an increasing identity of interest when it is employed for the spread of 


knowledge about means of promoting better standards of living for all man- 
kind, 


LuUCILE EAVES 


arg H. L. What is the “American way’? (Washington: WPA. 1938. 

p. 22.) 

Hurtin, R. G. Statistics of family casework operations, 1937. (New York: 
Russell Sage Found. 1938. Pp. 31. 25c.) 


My, D. The nation’s wealth at the nation’s service. (London: Labour Party. 1938. 
p. 12. 1d.) 


KincsBury, J. A. Health security for the nation. Industrial democracy, vol. 6, 
no. 3. (New York: League for Industrial Democracy. 1938. Pp. 39. 15c.) 
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KoeEnlic. S. Immie in Connecticut: their growth and characteri;. 
tics. WPA, fede t pub. (Hartford, Conn.: State Dept. of 
Educ. 1938. Pp 

Lava, H. Levels of Region. Internat. research ser., stud, no 
1. (New York: |] ncil, Inst. of Pacific Relations. 1938, Pp. 94.) 

Loomis, C. P. and ). M., JR. Standards of living of the resident; 
of seven rural re mmunities. Social research rep. no. xi. (Wash. 
ington: U. S. De; rm Security Admin. and Bur. of Agric. Econ 
1938. Pp. 93.) 

Loomis, C. P. and |] Standards of living in four southern Appala. 
chian Mountain rch rep. no, x. (Washington: U. S. Dept 
of Agric., Farm nd Bur. of Agric. Econ. 1938. Pp. 59.) 

McDouaGaLL, F. I re. Geneva stud., vol. ix, no. 5. (Geneva 
Geneva Research 56.) 

MELVIN, B. L. an N. Rural youth: their situation and prospect 
Research monog n: Supt. Docs. 1938. Pp. xx, 167.) 

Moore, J. Citywa wedish data. (Chicago: Univ. of Chicago 
Press. 1938. Pp 

“This study d when the community of birth and the las 
place of residenc ity have been classified on a common basis, 
cityward migrati regularities predictable on sociological prin. 
ciples concerning nvironment on behavior, and gives validity to 
these principles ; to the process of social change in other 
fields.”’ 

Mort, P. R. and ¢ G. Adaptability of public school systems. (New 
York: Bur. of ] oll., Columbia Univ. 1938. Pp. xii, 146 
$2.10.) 

Murray, R. W. a! [. Social problems. (New York: Crofts. 1938 
Pp. 621. $3.50.) 

STEWART, J. J. n, marketing, consumption. (New York 
Prentice-Hall. 1 ) 

VAILE, R. S. and ¢ :. Income and consumption. (New York: Holt 
1938. Pp. xv, 3: 

ZIMMERMAN, C. ( mmunity. (New York: Harper. 1938. Pp 
xiii, 661. $3.50.) 

Proceedings of t ite child-welfare services (Social Secunit) 
act, August 14 3), Washington, D.C., April 4-6, 1938 
(Washington: | r. 1938. Pp. 155. 20c.) 

Social welfare lau tates. (Seattle: Wendell Huston Co. 1938 
$10.) 

The worker's stan tud. and rep., ser. B, no. 30. (Geneva and 
Washington: Ir Office. 1938. Pp. 101. 50c.) 

This prelimit prepared in response to the resolution of the 
Assembly of tl Nations, which requested collaboration in efforts 
to discover, ‘‘n | or international character for raising the 
standard of liv t., 1937). Such synonymous phrases 4 
“way of life,’ rt” and “sum of economic satisfactions 
show that the s 1 to include estimates of subjective enjoy: 
ment of economi: ypportunities or social policies, as well » 
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objective studies of income and the economic needs which it supplies. As a 
basis for research leading to an international program of betterment, a defini- 
tion is proposed which includes three objective approaches: (1) the composite 
of services and goods consumed in a given period; (2) social and free services, 
particularly those which relate to health, education and recreation; and (3) 
working conditions which include the size and regularity of income (p. 20). 
Measures of the adequacy of these elements entering into the standard of 
living are also difficult to define as they may be estimated from national 
minima, from norms of health and well-being established by scientific research 
or from workers’ estimates of what is necessary or desirable. 

Efforts to appraise the standards of living in the United States, Poland, 
India and Japan follow this clearing up of fundamental conceptions. All 
available sources of information about family incomes and expenditures, food 
consumption and nutrition, housing, health and literacy are canvassed for each 
of these countries. The vast resources of the Geneva offices and the industry 
of their research staffs permit only a fragmentary survey of the subject, but 
even this reveals the universal distressing lack of the bare necessities of human 
existence. The concluding summary recognizes the need of increased output, 
beiter distribution of economic goods and extension of social services, but 
insists also that, prior to the formulation of sound plans of international 
codperation, there must be much research dealing with habits and traditions 
which influence national variations in patterns of living. 

LuciLeE EAVEs 


Insurance and Pensions 
NEW BOOKS 


EpsTEIN, A. Insecurity: a challenge to America. A study of social insurance in 
the United States and abroad. 2nd rev. ed. (New York: Random. 1938. Pp. 
955. $4.) 

GILBERT, M. and GILBERT, E. A. Life insurance: investing in disaster. (New 
York: Modern Age Books. 1938. Pp. 210. 75c.) 

Horwitz, J. W. The risk of unemployment and its effect on unemployment 
compensation. Stud. no. 21. (Boston: Harvard Univ. Bur. of Bus. Research. 
1938. Pp. vii, 80. $1.) 

Mason, A. T. The Brandeis way: a case study in the workings of democracy. 
(Princeton: Princeton Univ. Press. 1938. Pp. 336. $3.) 

Mr. Mason has used the increasing interest in the savings-bank life insur- 
ance idea as an excuse for presenting a segment of the biography of a great 
and good man, Louis D. Brandeis. Woven into his biographical sketch is an 
absorbing and detailed account of the campaign waged for and against the 
establishment of the Massachusetts Savings Bank Life Insurance System. Mr. 
Mason has selected a good example to illustrate the working of the democratic 
way. 

_ Lovers of combat will be delighted by this skillfully told tale of a lusty 
ight. Would-be reformers may find the record of a successful campaign waged 
against terrific odds somewhat instructive, if they are thoughtful; otherwise 
an explicit statement of the principles of organization and a description of 
the tactics necessary for the success of social reform movements will have 
been wasted. Preaching economists who stay close to their cloisters would do 
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Charities, and Relief Measures 


NEW BOOKS 
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ted Pubs. 1938. Pp. 163. $2.10.) 
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Tabular summary of statistics of public assistance under the Social Security act 
for the calendar year 1937. Bur. rep. no. 1. (Washington: Social Security 
Board, Bur. of Res. and Stat. 1938. Pp. 52. 15c.) 


Socialism and CoGdperative Enterprises 
NEW BOOKS 


BoISSONNET, J. La misére par la surabondance: Karl Marx, pére de la crise 
mondiale. (Paris: Recueil Sirey. 1938. Pp. 221. 35 fr.) 

Cote, G. D. H. Socialism in evolution. (New York: Famous Books. 1938. Pp. 
248. 35c. 

spricGE, C. J. S. Karl Marx. (London: Duckworth. 1938. Pp. 144. 2s.) 

Tuomas, N. M. Socialism on the defensive. (New York: Harper. 1938. Pp. 
317. $3.) 

How Swedish codperatives break monopolies. (New York: Codperative League. 
Pp. 15. 5c.) 


Statistics and Its Methods 


An Analysis of Price Behaviour during the Period 1855-1913. By JORGEN 
PEDERSEN and O. STRANGE PETERSEN. Pubs. of the Copenhagen In- 
stitute for Economics and History no. iv. (Copenhagen: Levin and 
Munksgaard. London: Oxford Univ. Press. 1938. Pp. 268.) 

This admirable work was undertaken as the second part of a study on 
prices and wages in Denmark. It developed into a general inquiry into the 


subject of the behavior of individual prices and groups of prices because the 
authors came early to the conclusion “that a general index of prices— 
however weighted—was entirely without significance” (p. 8), and found 
that a study of individual Danish prices required consideration of their 
relations to external prices of the same or comparable commodities. 

The data analyzed are annual prices, covering the 59 years, 1855-1913, 
of 89 distinct commodities,* covering nearly the full possible range as re- 
gards origin, degree of manufacture, conditions of production, and type of 
utilization. Nearly one-third (28) of the primary series is of the inflexible 
type, poorly represented in most historical price collections. Of the 89 
primary series for which the price data are published, six are based on 
British quotations, the remainder on Danish quotations. For several im- 
portant commodities, however, a number of foreign price series were 
studied, and many of these are shown in chart form. 

The discussion falls under four heads: (1) description of the price ma- 


‘There are three instances of apparent near duplication (Icelandic stockings and white 
stockings, stout and shirting, and cotton thread and sewing thread), but the behavior of 
the prices in each of these instances shows marked differences between the two series in each 
pair. The nearest approach to duplication as regards behavior of the price series arises from 


inclusion of wheat, rye, and potato flours and barley and oaten groats in addition to their 
raw materials. 
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~osts.” Moreover, ‘gold can only affect prices if it causes changes in the 
monetary incomes, and we have tried to argue that this has not been the 
case” (p. 145). From the late nineties to 1913 “there was an almost con- 
tinuous rise in wages. . . . There is, therefore, a possibility that the tendency 
of rising prices may be attributed to the monetary factor” (p. 145). 

Even those readers who are unable to accept the broad conclusions of the 
authors that a general index number of wholesale prices is entirely without 
significance and that the changes in such an index have little or no rela- 
tion to monetary factors, will find much of interest in their discussion of 
trends of individual prices. They provide what is perhaps the best available 
condensed discussion of the influences affecting trends of a large number of 
individual commodities. Consideration of these influences in connection 
with the monetary factors emphasized by other writers may suggest that 
the truth lies in middle ground: that non-monetary influences may have 
dominated in creating tendencies to change in prices, and that monetary 
influences may have dominated in controlling the extent of general price 
response to those tendencies. 

The treatment of short-time fluctuations of flexible prices deals mainly 
with derived curves representing deviations of actual prices from their 11- 
yeat moving averages. The general cyclical tendency in these fluctuations 
is taken to be represented best by the deviations for English prices of bar 
iron. 

The authors “find traces of a common cyclical movement in nearly all 
the price series, even in cases where the cycles are blurred by fluctuations of 
a different character’ (p. 210). Coal prices show cyclical fluctuations closely 
resembling those of iron. Copper, tin, and lead show generally similar 
cycles, but with some significant differences. Prices of building materials 
also conform fairly weil with the iron cycle, and so do prices of soda, 
soap, and tallow. Chicory prices show an interesting inverse correlation 
with the iron cycle, attributed to increased demand for this commodity as 
a substitute for coffee in periods of business depression. Prices of cotton and 
wool show only a rather irregular correlation with the iron cycle. Prices of 
kerosene,® sugar, prunes, and raisins appear to have only a remote con- 
nection with the iron cycle. These, at least, are the conclusions indicated 
by visual study of the data. For purposes of summary, one may wish that 
the degree of relationship for the severel commodities had been quanti- 
tatively measured; but however helpful correlation coefficients might have 
been in supplementing visual study, there will be few who would willingly 
accept correlation coefficients as a substitute for the detailed record appear- 
ing in the charts. 

Perhaps the most important contribution of the authors to the subject of 
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aumber of phases of advance or decline, that the authors make their only 
use of mathematical correlation analysis. The results imply that for com- 
modities that have no tendency to rigidity, and excluding harvested crops, 
amplitude of cyclical fluctuations is negatively correlated with number of 
“phases. 

In considering their comparatively rich body of data on inflexible prices, 
the authors find, as have others, that “it is very difficult to discover any 
connection with the general price cycle’ so long as only individual price 
curves are compared (p. 232). What would appear if the 28 inflexible 
series were combined into an index number, they unfortunately do not 
show; but they obtain striking results by another method of examining the 
general tendency of this group of commodities as a whole. In every year 
there is an advance or a decline in at least one of the inflexible prices. The 
difference between the number of advances and the number of declines 
is found to correspond well with the general price cycle. Advances in the 
inflexible prices tend to show their greatest predominance in frequency 
over declines in the year of culmination of the general price cycle, and price 
declines tend to predominate most strongly at about the low point of the 
general cycle.’ 

HOLBROOK WORKING 
Stanford University 


Common-Stock Indexes, 1871-1937. By ALFRED COWLES, 3RD, and As- 
sociates. (Bloomington, Ind.: Principia Press. 1938. Pp. xii, 499. 
$6.00.) 

This volume summarizes a most useful and laborious research project 
relative to the investment experience of common stocks during the past 67 
years. According to the author, the purpose of the study “is to portray the 
average experience of those investing in this class of security in the United 
States from 1871 to 1937.” The results realized constitute the most signifi- 
cant contribution thus far made to the long-standing controversy over the 
relative desirability of common stocks and bonds as long-term investment 
media. 

In developing the study the Cowles Commission constructed 7 common 
stock indexes for each of 59 industrial groups of stocks and 10 combina- 
tions of these groups. These indexes relate to stock price averages (Series 

__" There is no evidence that this means more than that irregularities in the course of 

cés more readily induce temporary reversals of direction when the broad cyclical in- 
fluence is weak than when it is strong. For “harvest commodities” there is a slight positive 


correlation between amplitude and “number of phases” (the correlation coefficient is + .19, 
alt though one of the very few typographical errors in the book results in showing it as 
— .19). 
"The authors fail to note that this concurrent correspondence implies the existence of a 
ag of 2-3 years in the movement of the inflexible prices, since it is the change in the in- 
flexible prices that is compared with the level of the flexible price cycle. 
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P), stock price luding cash dividends reinvested (Series C) 
yield expectati ctual yields (Series Ya), dividend py. 
ments (Series I rice ratios (Series R), and corporate ear. 
ings (Series E) f these indexes are presented as monthly 
averages and the ual averages for the period studied, The 
first index series ped so as to tie in with the current Stand. 
ard Statistics cot rice indexes. The last six series, in varying 
degree, represet itions to the knowledge of common-stock 
investment expe 

The averaging lowed is most commendable. Sound weight. 
ing was obtains ng the market value of each issue of stock out- 
standing rather t prices. Sampling errors were minimized by 
using virtually a n stocks traded with any degree of regu: 
larity on the Ne t Exchange. 

Of the seven ped, the earnings-price ratios index (Series 
R) deserves es} So far as the reviewer knows, this index 
represents the fi effort to develop an average of this all. 
important meas tock valuation. That the series is broken 
down into nume t 7roups of stocks and combinations of these 
groups renders i re valuable. The series should be of great aid 
in arriving at fr mon-stock valuations, especially in the case 
of unquoted st theritance or estate taxation. 

As might be me is almost entirely a compilation of the 
indexes develop pages are devoted to a textual outline of the 
procedure follo mary of the more significant conclusions 
Appendix 1 wil t exceedingly useful as it presents in one 
place a brief su the make-up of the various United ‘States and 
foreign commot 

Several of th lusions reached by the Cowles Commission 
study might be su briefly. It was found that the average rate of 
increase in marl f all stocks during the period covered was 14 
per cent per year tively O per cent for rail stocks, .6 per cent 
for utility stock r cent for industrial stocks. Dividend yield 
for all stocks ay nt per annum since 1870, being respectively 
4.8 per cent for nt for utilities, and 5.3 per cent for indus- 
trials. Combining e dividend yields and average per annum increases 
in market value indicated an average per annum investment te 
turn for all st t which compared with an average retum 
of 4.2 per cent bonds during the period surveyed. It was 
found that the ) return from stock investments from 1871 t 
1937 had been a 1s that realized from bonds and that there 
was no evidenc return on common stocks had developed 


a long-run declit 
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Despite the relatively favorable showing of common stocks, however, 
the author has wisely refrained from any generalization with respect to 
the desirability of these securities as investment media. 


thly JAMES C. DOLLEY 
The University of Texas 

ra NEW BOOKS 

* BaTEN, W. D. Elementary mathematical statistics. (New York: Wiley. 1938. 


Pp. 330. $3.) 
BOWLEY, A. L. and Stamp, J. Three studies on the national income. Reprints 


ight. of scarce works on pol. econ., no. 6. (London: London School of Econ. and 
out: Pol. Science. 1938. Pp. 145. 6s.) 
d by These three studies are reprints of pamphlets originally published by the 


Oxford University Press in 1919, 1920, and 1927. The first and the last are 
the well known studies of the national income of Great Britain in 1911 and 
1924. The second is Professor Bowley’s estimates of the change in the distri- 
bution of the national income, 1880-1913. This convenient collection will be 
invaluable both to economic historians and to economic statisticians. 

E. A. RADICE 


Buros, O. K., editor. Research and statistical methodology books and reviews, 
1933-1938. (New Brunswick: Rutgers Univ. Press. 1938. Pp. vi, 100. $1.25.) 
Collection of extracts of reviews in professional journals of books dealing 
case for the most part with statistical research and methodology. Books published 
in the period 1933-1938 are covered. This should serve as a helpful guide to 
students seeking to form a serviceable library in the field of statistics. 


Connor, L. R. Statistics in theory and practice. 3rd ed. (London: Pitman. 1938. 
Pp. xiv, 383. 12s. 6d.) 
DiEuLEFAIT, C. E. Series A coeficientes recurrentes y series de polinomios de 
and Poincaré. (Rosario, Rep. Argentina: Instituto de Estadistica, Univ. Nac. del 
Litoral. 1938. Pp. 40.) 
GurtTon, H. Essai sur la lot de King. Etude des rélations entre les mouvements 


+e de loffre et les mouvements des prix. (Paris: Recueil Sirey. 1938. Pp. 81. 
: 18 fr.) 
$18 


Since facts have too often been against Gregory King’s proposition (first 
"cent published by Charles Davenant in 1699) that deficits of 1/10, 2/10, 3/10, 
4/10, and 5/10, respectively, in the wheat harvest raise prices 3/10, 8/10, 
16/10, 28/10, and 45/10, respectively, for it to be termed a Jaw, M. Guitton 
prefers to speak of the King effect and holds that a disproportionate influence 
of change in supply in either direction upon the price of any commodity is a 
manifestation of this principle. Content to cite Bouniatian’s reference to the 


nt re work of Tooke and Rogers (p. 21) as a verification of the King effect in 
eturn earlier periods, M. Guitton confines his attention to “contemporaneous events,” 
+ was that is, largely to the period 1924-1938. 


71 to A comparison of yields and prices discloses that, despite inelastic demand 
and harvests subject to the hazards of nature, “in contemporaneous French 
economy the wheat market manifests des effets King, although very caprici- 
ously” (p. 36). In France low yields of potatoes and wine raised prices more 
than proportionately, but surplus production reduced them less than pro- 
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portionately ; an vorld, “the only absolutely closed market” 
even slight over lowered wheat prices (represented by quota. 
tions in gold at rously. Owing to the elasticity of demand 
neither a surplu f the crops of table grapes or green peas in ; 
France affected | nately. M. Guitton shows that, through the 
progressive im 2 succession of good or bad harvests has ; Bi 
cumulative influ perly concludes that autarchy will accentuate the 
price repercussio ig crops. Bt 

The unfortuna minate the trend and to allow for the usual 
“behavior of pric sion and recovery” has obscured some of M. ( 
Guitton’s result rs whether he is familiar with the recent 
work in English ties upon imperfect competition and the seni. ' 
tivity of prices. 

EARL J. HAMILTON 

KuczynskI, J. Hz istical studies. (New York: Internat. Pubs ‘ 
1938. Pp. xu, 1 

MATOoLcsy, M. ai national income of Hungary, 1924/25— G 
1936/37. Trans 1WENG. (London: P. S. King. 1938. Pp. vii G 
116. 15s.) 

We here have sh the best recent estimates of the Hungarian ’ 
national income he absence of income-tax statistics and other H 
necessary data 1 lem of estimation an extremely difficult one, ) 
requiring not m the use of statistics of production, etc., but H 
also patient analy rces and trends. 

Granted the i he authors would have been more successfu! 3 
if their knowled f estimating the national income had been | 
more detailed. W ) the methods of some British authors, there ' 
is no evidence niliar with recent American controversies— ? 
e.g., the probler t nt of taxation and government surpluses. “The k 
expenditure of local authorities,” say the authors, “comes k 
under the same osts of production, and is one of the main 
factors determi! level.” This rather crude doctrine is used to 
support contenti yn of civil servants’ salaries would involve k 
double countin f their work is included in the value of 
consumers’ good 

E. A. RADICE 

SMITH, H. G. Fi ind scales. (Stanford University, Calif I 
Stanford Univ. | 12. $1.) 

Statistics of the 1 population: definitions and classification I 
recommended t f Statistical Experts. Stud. and rep. on stat 
methods, no. 1 of Nations. New York: Columbia Univ I 
Press. 1938. Pp 

Timber statistic zmme of timber statistics. Stud. and rep. on 
stat. methods, t Columbia Univ. Press. 1938. Pp. 17. 20c.) 
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The General Motors Corporation is publishing the General Motors—Cornell 
World Price Index, to appear weekly. The Index is based upon commodity price 
data from important countries. It is not intended to advance any particular 
monetary or economic theory. Address General Motors Corporation, Broadway 
at 57th Street, New York City. 


The Review has received a pamphlet entitled Recruiting Social Scientists for the 
Federal Civil Service by Lewis B. Sims of the United States Civil Service Com- 
mission. The approach is that of social science research rather than that of 
administration. 


The Science Committee of the National Resources Committee has published 
, volume entitled Research—A National Resource I. Relation of the Federal 
Government to Research under date of November, 1938 (pp. 255). 


The New York Public Library will publish serially a Bibliography of Early 
American Trans portation by Thomas R. Thomson, Science and Technology Divi- 
sion. The first section relates to Railroads to 1840, and is in type. 


The International Chamber of Commerce has begun the loose-leaf publication 
of analyses of clearing and payments agreements in force throughout the world. 
Information w.th regard to this may be obtained from the I. C. C. Headquarters, 
38 Cours Albert Ie", Paris. 


The Review has received the first issue of Oxford Economic Papers, October, 
1938, edited by R. F. Harrod, H. D. Henderson, J. Marschak and R. Opie 
(general editor) and published by the Clarendon Press, Oxford. The first issue 
contains the following articles: “The Significance of the Rate of Interest,” by 
H. D. Henderson; “Summary of Replies to Questions on Effects of Interest 
Rates,” by J. E. Meade and P. W. S. Andrews; “An Index of Real Turnover, 
1919-36,” by E. H. Phelps Brown and G. L. S. Shackle; “The Liquidity- 
Preference Schedules of the London Clearing Banks,” by A. J. Brown; “Studies 
in Mobility of Labour: A Tentative Statistical Measure,” by H. Makower, J. 
Marschak, and H. W. Robinson. 


The Bureau of Agricultural Economics of the federal Department of Agri- 
culture has begun the publication of Agricultural Finance Review, to appear semi- 
annually. This deals with current developments and research in the field of farm 
credit, farm insurance, and farm taxation. 


Henry Schultz, professor of economics at the University of Chicago, together 
with his wife and two children, was killed in an automobile accident in Calli- 
fornia on November 26. He had been on leave of absence from the University 
of Chicago for the autumn and winter quarters and was giving courses at the 
University of California at Los Angeles. 


James Hillhouse of Sachem’s Wood, New Haven, Connecticut, died Sep- 
tember 17, 1938. 


Miss Caroline Whitney (Mrs. George Barsky) of New York City died No- 
vember 19, 1938. 


Appointments and Resignations 


Asher Achinstein has recently been appointed assistant director of research 
and information of the United States Housing Authority. 
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Morgan B. Cushing is on sabbatical leave from Bowdoin College during the 
second semester. 


Herbert E. Dougall, professor of finance, will be acting director of the 
Evanston Graduate Division of the Northwestern University School of Commerce 
during the second semester of 1938-39. 


Francis R. Drake has taken charge of business research for the statistical divi- 
sion of the National Industrial Conference Board. 


Paul J. FitzPatrick is director of graduate work in economics and also secretary 
of the new School of Social Science (Graduate) at the Catholic University of 
America. 


Francis J. Haas is the successor to the late Dr. Frank O'Hara as head of the 
department of economics at the Catholic University of America. 


Michael A. Heilperin will serve as lecturer in economics at the University of 
California, Berkeley, during the spring semester, 1939. 


Albert T. Helbing resigned his position in the department of economics at the 
University of Illinois to accept a position in the Illinois State Department of 
Labor as chief of personnel and training for the combined Employment Service 
and Division of Unemployment Compensation. 


Eugene S. Horning is connected with the management division of the Na- 
tional Industrial Conference Board. 


Thomas A. Knowlton, instructor in economics at the University of Maine, has 
resigned to accept a position as investigator with the Division of Public Contracts, 
Department of Labor, Washington, D.C. 


John A. Loftus of the Johns Hopkins University has been appointed instruc- 
tor in business finance at the University of Kansas, beginning in February, 1939. 


Edward B. Logan, associate professor of political science in the Wharton 
School of the University of Pennsylvania, was appointed to the post of budget 


secretary in the new state cabinet by Governor Arthur E. James of Pennsyl- 
vanla. 


John R. Lyman has recently been appointed chief of the Distribution Cost 
Section of the Marketing Research Division of the Bureau of Foreign and 
Domestic Commerce. 


_ Fritz Machlup is taking a leave of absence from the University of Buffalo and 
is spending the second semester of the academic year at Harvard University. 


Clyde William Phelps, head of the department of economics in the University 


. Chattanooga, has been appointed book review editor of the Journal of Mar- 
eting. 


Fausto R. Pitigliani is specializing in the problems of governmental control 


and foreign relations for the economic research division of the National In- 
dustrial Conference Board. 


_L. J. Pritchard has been appointed assistant in the department of economics, 
University of Illinois. 
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